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In today’s globalized economy, companies often seek to optimize their manufacturing processes by
outsourcing production to other countries. This strategy can lead to significant cost savings, access
to specialized expertise, and the ability to scale operations quickly. But what exactly is the practice
called when a company hires a foreign firm to produce their goods? Understanding this concept is
essential for businesses looking to expand internationally or improve their supply chain efficiency. In
this article, we will explore the terminology, processes, advantages, disadvantages, and key
considerations associated with this practice.

Understanding the Concept of International
Manufacturing Outsourcing

Outsourcing manufacturing to a foreign company is a common business strategy that enables
companies to leverage the advantages of global production networks. This process involves
contracting a third-party manufacturer located in another country to produce goods on behalf of the
original company. The practice has become a cornerstone of global supply chains, especially in
industries such as electronics, apparel, automotive, and consumer goods.

What Is It Called When A Company Hires Another
Foreign Company To Manufacture Their Product?

The term used to describe this practice is "Manufacturing Outsourcing" or more specifically,
"Offshore Manufacturing".

Manufacturing Outsourcing refers broadly to contracting out manufacturing tasks to external firms,
which can be domestic or foreign. When the manufacturing partner is located outside the company's
home country, it is often referred to as Offshore Manufacturing.

Offshore Manufacturing: This term emphasizes the geographical aspect, indicating that production
is moved to a different country, often in regions with lower labor costs or specialized manufacturing
capabilities.

Other Related Terms Include:

- Global Manufacturing Outsourcing: Highlighting the international scope.
- Contract Manufacturing: When a company contracts a third-party manufacturer to produce goods



according to specified standards.
- Offshoring: The process of relocating manufacturing operations to a foreign country, which may
include establishing new facilities or outsourcing to existing ones.
- Outsourcing vs. Offshoring: Outsourcing involves contracting out to third-party providers, which
can be domestic or foreign. Offshoring specifically involves moving operations abroad.

Why Do Companies Choose To Hire Foreign
Manufacturers?

Companies opt for foreign manufacturing for several strategic reasons:

1. Cost Reduction: Lower labor and production costs in countries like China, Vietnam, India, and
Mexico.
2. Access to Advanced Technologies: Some countries have specialized manufacturing expertise or
infrastructure.
3. Market Expansion: Producing goods closer to target markets can reduce shipping times and costs.
4. Focus on Core Competencies: Outsourcing manufacturing allows companies to concentrate on
design, marketing, and sales.
5. Scalability: Flexible production capacity to meet fluctuating demand.
6. Regulatory Advantages: Sometimes, foreign markets offer favorable trade agreements or less
stringent regulations.

How Does Offshore Manufacturing Work?

The process of offshore manufacturing generally involves several key steps:

1. Selecting a Manufacturing Partner

- Conducting due diligence on potential partners.
- Evaluating manufacturing capabilities, quality standards, and compliance.
- Negotiating contracts and terms.

2. Designing and Engineering

- Sharing product specifications and designs.
- Collaborating on prototypes and production processes.

3. Production and Quality Control

- Initiating manufacturing runs.



- Implementing quality assurance measures.
- Managing logistics and supply chain coordination.

4. Shipping and Distribution

- Coordinating international shipping.
- Managing customs clearance.
- Distributing finished products to markets.

Advantages of Hiring Foreign Manufacturers

Engaging with foreign manufacturing partners offers several benefits:

- Cost Savings: Significant reduction in labor and production costs.
- Access to New Markets: Facilitates entry into emerging markets.
- Increased Production Capacity: Ability to scale production rapidly.
- Focus on Innovation: Allows internal teams to focus on R&D and marketing.
- Competitive Pricing: Lower manufacturing costs can lead to more competitive retail prices.

Disadvantages and Risks of Offshore Manufacturing

Despite the benefits, this practice also involves potential drawbacks:

- Quality Control Challenges: Ensuring consistent quality across borders.
- Intellectual Property Risks: Increased vulnerability to IP theft or infringement.
- Communication Barriers: Language and cultural differences can complicate coordination.
- Supply Chain Complexities: Longer lead times and logistical hurdles.
- Political and Economic Risks: Tariffs, trade disputes, or instability in the manufacturing country.
- Ethical Concerns: Labor practices and environmental standards may vary.

Key Considerations When Hiring Foreign
Manufacturers

To maximize benefits and mitigate risks, companies should consider:

- Due Diligence: Thoroughly vet potential partners.
- Legal Agreements: Clear contracts outlining quality standards, delivery timelines, IP rights, and
dispute resolution.
- Quality Assurance Programs: Regular audits and inspections.
- Communication Strategies: Establishing effective channels and protocols.
- Cultural Sensitivity: Understanding business customs and practices.
- Contingency Planning: Preparing for supply chain disruptions.



Related Terms and Concepts

- Manufacturing Licensing: Allowing another company to produce your product under license.
- Joint Ventures: Partnering with a foreign firm to establish a manufacturing operation.
- Global Supply Chain Management: Overseeing production and logistics across multiple countries.
- Reshoring: Bringing manufacturing back to the home country after offshoring.

Conclusion

When a company hires a foreign firm to manufacture its products, the practice is commonly referred
to as Offshore Manufacturing or Manufacturing Outsourcing. This strategic move enables businesses
to reduce costs, expand their global footprint, and improve operational efficiency. However, it also
comes with challenges related to quality control, intellectual property, and supply chain
management.

Understanding the terminology and the intricacies involved in offshore manufacturing is vital for
companies seeking to leverage this approach effectively. Proper planning, due diligence, and
ongoing management are essential to harness the full potential of outsourcing production abroad
while mitigating associated risks.

By mastering the concepts of manufacturing outsourcing and offshore manufacturing, companies
can make informed decisions that drive growth and competitiveness in an increasingly
interconnected world.

Frequently Asked Questions

What is it called when a company hires a foreign firm to
produce its products?
It is called outsourcing or offshoring manufacturing.

What term describes the practice of transferring
manufacturing jobs to a foreign country?
This practice is known as offshoring.

Is there a specific term for contracting a foreign company to
produce goods on behalf of a brand?
Yes, it's called contract manufacturing or subcontracting.



What do you call the process of having an external foreign
company produce a company's products?
This process is called contract manufacturing or external manufacturing.

When a company relocates manufacturing to another country
through a third-party, what is this practice called?
This is referred to as offshoring or outsourcing manufacturing.

What is the term for hiring a foreign company to handle the
production of goods instead of in-house manufacturing?
This is called contract manufacturing or outsourcing.

How is the practice of using a foreign manufacturer to
produce products for a company commonly described?
It's commonly described as offshoring or contract manufacturing.

What is the term for the arrangement where a company
contracts a foreign firm to produce its products?
This arrangement is known as contract manufacturing or outsourcing.

Additional Resources
What Is It Called When A Company Hires Another Foreign Company To Manufacture Their Product?

In today’s globalized economy, companies often seek to optimize their production processes by
outsourcing manufacturing to foreign firms. This practice allows businesses to reduce costs, access
specialized expertise, and expand their operational reach. When a company hires a foreign entity to
manufacture its products, this process is commonly referred to as contract manufacturing,
outsourcing, or more specifically, offshore manufacturing. Understanding the terminology and the
nuances behind these terms is essential for grasping the strategic decisions companies make in the
global marketplace.

---

Understanding the Terminology: What Is It Called?

The act of engaging a foreign company to produce goods on behalf of another business is known by
several terms, each with slightly different connotations and contexts. The most prevalent terms
include:

- Contract Manufacturing



- Offshore Manufacturing
- Outsourcing
- Manufacturing Subcontracting
- Global Sourcing

While these terms are often used interchangeably, they carry distinct meanings and implications
depending on the scope, relationship, and contractual arrangements involved.

---

Key Terms and Definitions

Contract Manufacturing

Definition: Contract manufacturing refers to a business arrangement where a company (the “client”
or “brand owner”) contracts a third-party manufacturer (the “contract manufacturer”) to produce
goods according to specific specifications, quality standards, and contractual obligations.

Characteristics:
- The client retains control over product design, branding, and marketing.
- The contract manufacturer produces goods based on the client’s specifications.
- The manufacturing process is often kept confidential, with the client maintaining intellectual
property rights.

Example: A beverage company contracts a factory in Southeast Asia to produce its bottled drinks
under its brand name.

Offshore Manufacturing

Definition: Offshore manufacturing involves relocating or establishing production facilities in a
foreign country—usually one with lower labor or material costs—to manufacture products.

Characteristics:
- May involve setting up a dedicated plant or facility overseas.
- Often associated with significant investment and infrastructure development.
- The focus is on establishing a physical presence abroad for manufacturing.

Example: An electronics company opening a factory in China to produce smartphones.

Outsourcing

Definition: Outsourcing refers broadly to contracting out business processes or services, including
manufacturing, to external companies—often located in different countries—to improve efficiency or
reduce costs.

Characteristics:
- Can include manufacturing, customer service, IT, and other functions.
- May involve both domestic and international providers.
- Focuses on leveraging external expertise and cost advantages.

Example: A clothing retailer outsourcing production to factories in Bangladesh.



Manufacturing Subcontracting

Definition: Similar to contract manufacturing, subcontracting involves hiring a third-party
manufacturer to produce parts or complete products, often as part of a larger supply chain.

Characteristics:
- Usually involves partial production or component manufacturing.
- The primary manufacturer retains responsibility for assembly and quality.

Example: An automobile manufacturer subcontracting the production of specific electronic
components.

Global Sourcing

Definition: Global sourcing refers to the strategic procurement of goods and services from suppliers
worldwide to capitalize on cost efficiencies, quality, or innovation.

Characteristics:
- Encompasses a broader procurement strategy, not just manufacturing.
- Involves supplier selection, logistics, and supply chain management.

Example: A company sourcing raw materials from Africa, components from Asia, and packaging from
Europe.

---

Why Do Companies Hire Foreign Manufacturers?

Understanding the motivations behind engaging foreign manufacturing firms can provide clarity on
this practice:

Cost Savings

- Lower labor costs in countries like China, India, Vietnam, or Bangladesh.
- Reduced manufacturing overhead and operational expenses.

Access to Specialized Skills and Technologies

- Some countries have established expertise in specific manufacturing sectors (e.g., electronics in
South Korea or semiconductor fabrication in Taiwan).

Expansion of Market Reach

- Establishing manufacturing abroad can help companies better serve local markets and reduce
logistical costs.

Capacity Flexibility

- Outsourcing manufacturing can provide scalable production capacity without significant capital
investment.



Regulatory and Trade Advantages

- Favorable trade agreements or tariffs can make foreign manufacturing more advantageous.

---

The Process of Offshore Manufacturing

The process typically involves several key steps:

1. Supplier Selection: Identifying and vetting suitable foreign manufacturing partners based on
quality, capacity, reliability, and compliance standards.

2. Negotiation & Contracting: Establishing terms, including pricing, lead times, quality standards,
intellectual property protections, and legal considerations.

3. Design & Specification: Providing detailed product designs, materials, and quality criteria to the
manufacturer.

4. Production & Quality Control: Overseeing manufacturing processes, conducting inspections, and
ensuring compliance with standards.

5. Logistics & Delivery: Coordinating shipping, customs clearance, and distribution to markets.

6. Ongoing Management: Maintaining communication, monitoring performance, and managing risks
related to political, economic, or environmental factors.

---

Advantages and Disadvantages of Hiring Foreign Manufacturers

Advantages

- Cost Efficiency: Significant savings on labor and production costs.
- Market Access: Proximity to emerging markets and consumers.
- Focus on Core Business: Allows companies to concentrate on branding, marketing, and R&D.
- Faster Production Cycles: Access to manufacturing hubs with high-capacity facilities.

Disadvantages

- Quality Control Challenges: Variability in standards and oversight.
- Intellectual Property Risks: Potential for IP theft or infringement.
- Supply Chain Risks: Disruptions due to political instability, natural disasters, or pandemics.
- Communication Barriers: Language and cultural differences impacting coordination.
- Ethical and Social Concerns: Labor practices and environmental standards may differ.

---

Legal and Ethical Considerations

When engaging foreign manufacturers, companies must navigate various legal and ethical issues:



Intellectual Property (IP) Protection

- Drafting clear licensing and confidentiality agreements.
- Understanding local IP laws and enforcement mechanisms.

Compliance with Regulations

- Ensuring products meet safety standards and regulations in target markets.
- Adhering to labor laws and environmental standards.

Ethical Sourcing

- Verifying that manufacturing partners follow fair labor practices.
- Ensuring environmentally sustainable operations.

---

Examples of Companies Using Foreign Manufacturing

- Apple Inc.: Contracts manufacturing of iPhones to Foxconn in China.
- Nike: Outsources footwear and apparel production to factories in Southeast Asia.
- Samsung: Manufactures electronics in South Korea, Vietnam, and China.

These examples illustrate how global companies leverage foreign manufacturing to remain
competitive and innovative.

---

Conclusion: The Strategic Choice of Offshore Manufacturing

When a company hires a foreign firm to produce its products, this practice is broadly categorized
under contract manufacturing or offshore manufacturing, depending on the specific arrangement
and scope. This strategic decision enables businesses to capitalize on cost advantages, access
specialized skills, and expand their global footprint. However, it also requires careful management
of risks, quality, and legal compliance.

In summary, what is it called when a company hires another foreign company to manufacture their
product? It is commonly known as contract manufacturing or offshore manufacturing, both integral
components of modern supply chain management and global business strategy.

---

Final Thoughts

As global markets evolve, so do the practices and terminology associated with international
manufacturing. Companies must weigh the benefits against the challenges and develop
comprehensive strategies to ensure quality, compliance, and sustainability. Whether you refer to it
as outsourcing, contract manufacturing, or offshore production, the core idea remains: leveraging
global resources to deliver products efficiently and competitively in an interconnected world.
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