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Abstract

Abstract

Background: A growing reshoring trend has recently been discovered, when companies bring
back their manufacturing to the domestic country. Reshoring has received more public attention
recently and the interest in reshoring strategies is growing. The knowledge about the reshoring
decision is however limited and there is not a great deal of research addressing this. The
knowledge about how companies have performed their cost analysis is limited as well as the
risk assessments behind the reshoring decision. Hence, there is a knowledge gap regarding
what cost and risk factors that are critical to consider in a reshoring decision.

Purpose: The purpose of this master's thesis is to identify critical cost and risk factors to
consider in a reshoring decision within Swedish companies.

Method: The research design includes a literature review to identify what cost and risk factors
that already have been stated. A literature review was essential in order to demonstrate current
knowledge in the field. The search included four databases involving several search terms.
Since the purpose is to gain a deeper understanding about the phenomenon and to investigate
in depth within a real-life context a multiple case study was viewed as a proper method to use.
The multiple case study included four companies and was performed using semi structured
interviews and investigations of cost analyses and risk assessments.

Findings: This thesis shows that there is a great deal of factors that are critical in a reshoring
decision. However, Coordination, Inventory, Management, Quality and Transportation were
the most common cost factors to consider when deciding for reshoring. The most frequent risk
factors mentioned by the case companies were Control, Engineering and Innovation and
Undesirable reaction.

Implications: Different factors are critical depending on what type of company considering
the reshoring decision. This is due to deviations in such as products, company strategy,
customers and manufacturing techniques. Since each company and each product is unique it is
overall important to identify which costs to include in the cost analysis in a reshoring decision
for one specific company. The result of the thesis indicates that critical cost factors that are
more difficult to measure and compare, so called soft factors, have a great effect on the
reshoring decision. Further, companies seem to consider risks with remaining in the offshored
country to a higher extent than the risks of reshoring. These risks that appear if not reshoring
seem to be of an importance to consider since they generate costs. The findings of the thesis
are believed to be evidential to the fact that there is a lack of research since critical factors
found in the multiple case study are more than the existing literature indicates.

Keywords: Reshoring, Onshoring, Backshoring, Inshoring, Back-reshoring, Reshoring
decision, Manufacturing relocation decision, Cost analysis, Risk assessment, Cost factors, Risk
factors
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Introduction

1. Introduction

This chapter presents a short introduction into the topic and explains why reshoring is a study
of interest. First the different supply strategies and relocation strategies are explained to
provide an overall understanding. Further, a problem description is presented that explains
why there is a need for the study, which follows by purpose and research questions of the thesis.
In the end of chapter 1, scope, delimitations and an outline for the structure of the thesis will
be presented.

1.1 Background

In a world where competition is becoming more challenging and product life cycles are getting
shorter, there is no room left for an organisation that works with the same consistent procedures
as they have done in the past. In order to keep up with the development, to maintain and to
expand the market share, continuous change and development of the business is required. One
important aspect in staying ahead of the competitors and to succeed is to make strategic
decisions and applying the right supply strategy. Various supply strategies are appropriate in
different environments and additionally a company’s different market niches influence the
choice of a suitable supply strategy (Akesson et al., 2007).

Akesson et al. (2007) states that the different supply strategies can simply be explained by two
strategic dimensions. The two dimensions are localisation and make and/or buy (Figure 1.1).
Akesson et al. (2007) explains that the localisation dimension refers to if the supply market is
either local or global, where local represent the domestic country of the firm and global another
country abroad. Akesson et al. (2007) further explains that the make and/or buy dimension
refers to if the supply channel is either internal or external. If a company chooses to own the
production it chooses to manufacture its products internally. If a company choose to produce
by the help from subcontractors, then their products are being produced externally.

A company can apply different relocation strategies such as outsourcing, insourcing, offshoring
and reshoring depending on if a change was decided in the supply market and/or the supply
channel (Stentoft et al., 2016). Mucchielli and Saucier (1997) defines relocation as “the move
of manufacturing process from one location to another”. The relocation strategy is viewed as
a change between the different strategies meaning that a company can decide to implement
another supply strategy whom they believe suits better in regards to current market. According
to Blomkvist and Cervall (2016) and Rumelt (1998) it is of high importance to consider which
supply strategy is best suited for a specific company for the decision is very complex.

Today’s globalization plays a major role on the labor market and several companies choose to
relocate in countries offering lower costs (Blomkvist & Cervall, 2016; Gylling et al., 2015).
Other than reduced costs, additional important factors evaluated by the firms are higher quality
and less complex supply chains. The four relocation strategies are presented in Figure 1.1

The outsourcing strategy implies a company allowing a supplier to perform their activities in
contrary to managing them themselves. In other words, they choose to handle the tasks
externally instead of internally (Nilsson & Von Schoting, 2013). Insourcing however, is
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commonly viewed as the opposite strategy to outsourcing. According to Osborne (2016)
insourcing means performing the work in-house after once having it contracted externally
during a period of time. Offshoring occurs when the manufacturing is transferred and resettled
in another region (Gray et al., 2013). Deciding to offshore means to manufacture internally in
a country abroad. Reshoring however, is viewed as the opposite to offshoring. According to
Ellram (2013) reshoring is when the production is moved back to the domestic country of a
firm and the manufacturing is handled internally.
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Figure 1.1: Supply decision (Blomkvist and Cervall, 2016).

Since this thesis deals with reshoring the phenomenon will be explained to greater extent.
Ellram (2013) states that “reshoring is the opposite strategy of offshoring and alludes to
moving the foreign production back to the domestic country”. The criterion for reshoring to
occur is that offshoring must have occurred in the past (Gray et al., 2013). Synonyms for the
concept have emerged the past years, e.g. backshoring, inshoring, onshoring and back-
reshoring (Fratocchi et al., 2014).
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Figure 1.2: Four different types of reshoring (Hilletofth, 2016).
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Previous literature includes several definitions on what reshoring is and in what forms it can
appear. The first academic definition of the strategy was presented by Holz (2009) who stated
that reshoring is “the geographic re-location of a functional, value creating operation from a
location abroad back to the domestic country of the company”. Though, there are
disagreements about how the definition should be clarified.

This thesis chooses to follow the model presented by Gray et al. (2013), which includes four
different forms of reshoring. The four forms being Outsourced Reshoring, In-House Reshoring,
Reshoring for Outsourcing and Reshoring for Insourcing are presented in Figure 1.2. The
different types will be further explained in chapter 2.

1.2 Problem description

Many companies choose to offshore with a desire to improve their industrial competitiveness.
A primary reason behind the decision is to increase efficiency by reducing labor costs. In the
late 70’s manufacturing companies in developed countries began to offshore their activities to
low-wage countries such as China and to other countries in Southeast Asia (Gylling et al., 2015;
Zhai, 2016). However, a growing reshoring trend has recently been discovered. Lately more
companies are choosing to bring back their manufacturing to the domestic country for the same
reason they once offshored, they want to improve industrial competitiveness (Fratocchi et al.,
2014). There are multiple reasons for reshoring, the most common being dissatisfying results
from their activities abroad such as no cost savings or the fact that the productivity did not
increase. It may also be because other global competitive conditions have been shifting (Dachs
& Zanker, 2015; Tate et al., 2014).

A strategic relocation from low-wage countries back to high-wage countries has not yet been
widely recognized and reshoring is therefore widely under-researched (Wiesmann et al., 2017).
Reshoring is not a new phenomenon, it has however received more public attention recently
and the interest in reshoring strategies are growing (White & Borchers, 2016; Laudicina et al.,
2014; Sirkin et al., 2012). Kinkel and Maloca (2009) states that reshoring is more common than
generally believed yet agrees with other authors that it has not been analysed sufficiently.
Therefore, a literature gap exists and further research is needed (Foerstl et al., 2016; Fratocchi
et al., 2014; Kinkel, 2012; Kinkel & Maloca, 2009; Wiesmann et al., 2017).

The existing literature evaluates the reshoring decision from a ‘why’-perspective where
common focus lays in barriers and drivers for reshoring (Wiesmann et al., 2017). Most
researchers strive to define what reshoring is since there is no clear definition of the
phenomenon (Kinkel and Maloca, 2009; Wiesmann et al., 2017). According to Wiesmann et
al. (2017) attempts have been made to create a theoretical foundation for reshoring and many
approaches refer to theories such as Transactional Cost Economics (TCE) and Resource Based
View (RBV). These theoretical foundations are often used as part-basis in relocation decisions
as the TCE brings an understanding of how spatial and organisational dimensions intersect and
the RBV motivates where and why certain functions are better suited in other places (Mclvor,
2013).

Today there are many considerations and analyses that companies must perform to determine
the costs and risks of reshoring to make sure that reshoring is the right decision to make in the
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long run. However, only few empirical studies have been performed in conjunction to the
increased activity. Only limited knowledge on how previous reshoring companies have
performed their cost analysis and risk assessments during the decision making is available
today. This contributes few indications on what cost and risk factors are critical to consider. It
is also easy for companies to underestimate the total costs when offshoring because current
methods for evaluating relocation are incorrect or oversimplified (Wiesmann et al., 2017).
Additionally, the methods used might bring untrue results since there is a high risk that several
of the important factors in the original offshoring decision have changed during the time
between the relocation decisions.

Swedish companies that are considering reshoring can currently not base their relocation
decision on any scientific research. An interest among experienced companies has therefore
been created to gain knowledge about the reshoring decision process (Snoei & Wiesmann,
2015). Studies performed in the United States, Germany and Denmark show that reshoring
activities will keep increasing in the near future (Arlbjern & Mikkelsen, 2014; Tate et al., 2014;
Ellram et al., 2013; Kinkel, 2012). By bringing more knowledge about what cost and risk
factors are critical to consider the decision will become more well founded. This will benefit
managers and other decision-makers in a company (White & Borchers, 2016).

1.3 Purpose and research questions

To create a deeper understanding about the reshoring decision it is necessary to identify cost
and risk factors that are considered in the cost analysis and the risk assessment. The purpose of
the thesis is:

To identify critical cost and risk factors to consider in a reshoring decision within Swedish
companies.

The first step in fulfilling the purpose of the research is to identify critical cost factors that are
considered in the cost analysis of a reshoring decision. The cost factors will be identified from
a literature review as well as from empirical data gained from Swedish case companies.
Therefore, the first research question is:

RQ1: What cost factors are critical to consider in a reshoring decision within Swedish
companies?

The second step in fulfilling the purpose is to identify critical risk factors that are considered
in the risk assessment of a reshoring decision. The risk factors will be identified from a
literature review as well as from empirical data gained from Swedish case companies.
Therefore, the second research question is:

RQ2: What risk factors are critical to consider in a reshoring decision within Swedish
companies?

To answer the research questions, and thus fulfil the purpose of the study, a multiple case study
of four companies was conducted.
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1.4 Scope and Delimitations
The aim of this thesis is to identify cost and risk factors that are critical to consider in a
reshoring decision within Swedish companies (Figure 1.3).

THE
RESHORING
DECISION
COST RISK
FACTORS AlM FACTORS
RQ1 RQ2
What cost factors are Whiat risk factors are
critical to consider in critical to consider in
a reshoring decision a resharing decision
within Swedish within Swedish
companies? companies?

Figure 1.3: The research questions and their connection to the aim.

Since this study takes on a Swedish perspective, only Swedish companies will be investigated.
Therefore, the findings cannot necessarily be directly transferred into other regions. The
investigation will only treat companies that have actually performed the reshoring strategy.
Companies that have only considered the reshoring strategy will be excluded.

1.5 Outline

Chapter 2, the literature review, strives to provide the reader with necessary information about
the reshoring decision and the reshoring phenomenon. Furthermore, the theory chapter presents
critical cost and risk factors in a reshoring decision found in the literature. The methodology
part, chapter 3, informs the reader on how data was conducted and analysed as well as why the
methods applied were the most appropriate ones. Chapter 4, findings, present the data found in
the multiple case study. Chapter 5 analyses the findings from the multiple case study combined
with the literature review. Finally, Chapter 6, concluding remarks, aims to discuss practical
implications, theoretical implications, methodology and future research.
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2. Literature review

Chapter 2 strives to give the reader necessary background information about the reshoring
decision and the reshoring phenomenon. In the end of chapter 2, previously stated cost and
risk factors in a reshoring decision are presented.

2.1 Introduction to the literature review

This chapter will bring more knowledge about the reshoring decision in its entirety. The
manufacturing relocation decision will be explained more in depth clarifying the importance
of performing it right in the first place. The chapter also entails several definitions of the
phenomenon that are represented by different authors. Since there is no clear definition of
reshoring it is essential to understand that some authors definitions might vary from one
another. Further, brief history regarding reshoring will be presented. This chapter aims at
explaining the reshoring strategy in Sweden and does so by explaining reshoring connected to
competitiveness and by discussing common reasons for Swedish companies to perform
reshoring. Drivers behind reshoring decisions will also be clarified by studying literature.

2.2 The reshoring decision
2.3 Reshoring: Definition
2.4 Reshoring: Brief History
2.5 Reshoring in Sweden
2.6 Drivers for reshoring

THE
RESHORING
DECISION
COST RISK
FACTORS Al FACTORS
RQ1 RQ2
What cost factors are What risk factors are
critical to consider in critical to consider in
a reshoring decision a reshaoring decision
within Swedish within Swedish
companies? companies?
2.7 Cost analysis 2.8 Risk assessment
» Critical cost factors » Critical risk factors

+ [ifferent cost analysis

Figure 2.1: What the literature review includes and its connection to the aim.

In order to answer the two research questions, the greatest attention will be paid to finding and
understanding the cost and risk factors that are critical to consider in a reshoring decision.
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Studying cost analyses brings knowledge about what cost factors are critical, how analyses
differentiate from one another and what factors are considered in an investment analysis. The
risk assessment will solely bring knowledge about what risk factors are perceived to be critical.
Figure 2.1 illustrates the arrangement of the literature review where the presented theories and
their connection to the aim and research questions are demonstrated in a summarised figure.

2.2 The reshoring decision

The reshoring decision is a relocation decision, hence reshoring is one of several relocation
strategies. The relocation decision of manufacturing facilities normally has a long-term
impact on the profitability and the competitive advantages of a company (Gylling et al.,
2015). The manufacturing relocation decision is of high strategic importance (Dunning, 1988;
Ferdows, 1997; MacCarthy & Atthirawong, 2003). Companies need to carefully evaluate the
reshoring decision and not make hasty decisions (Wiesmann et al., 2017). Kinkel and Maloca
(2009) argue that it is crucial to investigate in possible “negative side effects” (i.e. risks) on
the company's competitive advantages, such as innovativeness, secure processes, quality and
flexible supply chains. They also discuss the fact that firms do not consider all aspects in a
relocation decision and present an example where a firm relocated its production to Russia
simply because the wages were lower. “That simply must pay off” was what they thought but
instead they failed with their cost-driven production focus due to weak analysis. The
manufacturing relocation decision should never be based on solely the comparison between
labor, though Kinkel and Maloca (2009) state that they often are. To be able to make the right
relocation decision, whether to reshore or not, it is necessary to develop decision and
planning processes that support the access of potential risk and cost factors. Therefore, it is of
high importance to reflect over all influencing factors affecting the production location. Since
the relocation decision is a complex decision, many aspects need to be considered as well.
The decision rationality is limited by the information the decision-makers have, by their
beliefs and by their time available for making this decision (Gylling et al., 2015). An
important aspect to reflect on is that all decision-makers are humans and humans are not
rational.

One difficulty with deciding the production relocation is the complexity in predicting certain
factors, for instance the duty and the tax rate. According to Ellram et al. (2013) managers
should be aware of shifts in location regarding government trade policies, therefore it is
important to develop a risk assessment in addition to the total cost analysis. Further, Kinkel
and Maloca (2009) states that it is important to reflect over future scenarios for development
of the most important cost and risk factors affecting the manufacturing relocation decision for
a sustainable choice. The location theory states that relocation decisions should be guided by
cost factors and infrastructure in the region (Christensen & Drejer, 2005). Brush et al. (1999)
suggest that manufacturing strategy and local skills affect the location decision as well. The
governance structure, its efficiency and its competitive advantage are important issues
companies must deal with when making the right manufacturing location decision (Fratocchi
etal., 2016).

It is believed necessary to have knowledge about theories connected to the manufacturing
relocation decision in order to understand the reshoring phenomenon and its process. Those
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theories are mainly the Transaction Cost Economics (TCE), Resource-Based View (RBV) and
the Internationalization Theory and have been to great help for companies that have been in the
decision stage of the reshoring strategy process. Understanding these is perceived to be
essential since the thesis treats reshoring from a decision-perspective. Previous researchers
have presented the theories as a starting point when dealing with the reshoring decision. Hence,
the authors of this thesis choose to do the same.

2.2.1 Transaction cost economics

Companies continue to make decisions on how to source the production on a small basis and
fail to develop a sourcing strategy that allows them to compete on the global market (Pisano &
Shih, 2012). It is common that manufacturing location decisions are based on overhead cost
rather than how the decision will impact the company in the long run (Porter & Rivkin, 2012).
An important theory that can support companies in making decisions that are sustainable in the
long run is the Transaction cost economics theory (TCE) (Mclvor, 2013). It identifies suitable
conditions that companies should follow when handling an economic exchange either
internally or externally (Williamson, 1975, 1985). Reshoring can be studied from a transaction
cost perspective, which allows for an understanding on how the location interacts with the
organisational dimension (e.g. political factors or boundaries) (Mclvor, 2013). Transaction
costs in reshoring also allows studies in changes and relationships along the value chain. Such
concerns are seen as the biggest “push” for reshoring (Bailey & De Propris, 2014). TCE is a
widely used theory in make/or buys decisions (Ellram, 2013) and Martinez-Mora and Merino
(2014) state that TCE can provide important insights about costs connected to different
locations.

2.2.2 Resource-based view

Resource-based view (RBV) in the context of reshoring is connected to strategic resources and
capabilities when companies operate in foreign countries (Fratocchi et al., 2014). This theory
focuses on how a company can create strategies that lead to a sustainable competitive advantage
by ensuring their internal factors (Johansson & Hellgren, 2009). They do so by accessing
foreign countries resources in order to locate areas where the company should operate and
create the most competitive advantage. The intent is to take the leading position by meeting the
customer needs which they do by applying strategies based on certain key resources with
specific characteristics (Clulow et al., 2007). The RBV theory investigates the link between a
company's internal characteristics and performance (Barney, 1991). It is also valuable when
analysing manufacturing capabilities that can connect the manufacturing location decision with
the performance and the competitive situation in the company (Mclvor, 2013). The theory is
often perceived as a useful theoretical lens for companies in the decision-making phase when
considering resource allocation (Mclvor, 2013). Since the theory deals with finding
competitive advantage for different locations it is an important theory to use as basis when
making a reshoring decision (Mclvor, 2013).

2.2.3 Internalization theory

The internalization theories followed by companies are often weak when it comes to their
internationalization strategy and planning. It is often a matter of poor knowledge about foreign
locations to be followed by misjudgements on cost or other value creating opportunities, e.g.
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supply chain risk due to political instability. Obtaining knowledge about one location is
important due to the impact it has on the company’s success (Fratocchi et.al, 2016). The
internationalization theory can be linked to risks and their impact on the manufacturing
relocation decision. However, internationalization theory is complex and still missing. Kinkel
and Maloca (2009) argue that companies suffer from lack of know-how and capacity when
planning and executing manufacturing relocation decisions. Companies that are moving their
production tend to base their decision on simple, static criteria that do not provide enough
information of the location.

2.3 Reshoring: Definition

Since there is a lack of understanding regarding “what” moving back the manufacturing to the
home country means and “which forms” the action can take part in, there are still uncertainties
on how to define Reshoring (also called Backshoring, Onshoring, Inshoring and Back-
reshoring) (Fratocchi et al., 2016). “The geographic re-location of a functional, value creating
operation from a location abroad back to the domestic country of the company” was the first
academic definition of backshoring to be presented by Holz (2009). Further definitions are
presented in Table 2.1.

Even though the definition by Holz (2009) recognizes that companies can bring back solely
parts of the production to the origin country, the concept of the definition stretches out to
include repatriation of production activities in outlandish suppliers as well. According to Gray
et al. (2013) different forms of reshoring can occur depending on what type of ownership
dimension one runs. Gray et al. (2013) states that reshoring is just a question of localization
and that the ownership is not significant when reshoring is being studied. This thesis chooses
to follow Gray’s approach. The appropriate options of the location decision depend on how a
company combines on/off shoring and in/out sourcing (Bailey & De Propis, 2016).

Table 2.1: Definitions of the reshoring phenomenon

Name Definition Source
Reshoring “Bringing back manufacturing operations to the country of origin” Bellego (2014)
“Moving manufacturing back to the country of its parent company” Ellram (2013)

“Reparation of activities of functions from another country to be carried out in- | Gylling et al.
house by a company in its home country” (2015)

“The relocation of manufacturing facilities from traditional offshore locations | Tate et al.

to more attractive offshore locations, or even hope to the United-States” (2014)
Backshoring | “Moving production in the opposite direction of offshoring” Arlbjgrn and
Mikkelsen
(2014)

“A voluntary corporate strategy regarding the home-country’s partial or total Fratocchi et al.
relocation of (in-sourced or out-sourced) production to serve the local, regional | (2014)
or global demands”

“Re-concentration of parts of production from own foreign locations as well as | Kinkel and
from foreign suppliers to domestic production site of the company” Maloca (2009)
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Onshoring “The expansion of U.S. manufacturing, through opening new plants or Blair et al.
expanding production at existing plants, in industry sectors in which there has | (2014)
been a past trend toward moving manufacturing outside the United States or
sourcing a much larger share of products from outside the United States”

“Some manufacturers are returning parts or all of their foreign production or Kazmer (2014)
domestic facilities, an action that has been termed onshoring”

Inshoring “Procuring of goods and services domestically, either internally within the Liao (2012)
company or outsourced to other parties whose operations are located in the
United States”

“Something which is the opposite of offshoring” Skipper (2006)
Back- “A voluntary corporate strategy regarding the home-country’s partial or total Fratocchi et
reshoring relocation of (in-sourced or out-sourced) production to serve the local, regional | al., (2014)

or global demands, making the phenomenon a strategic option for
manufacturing firms in regards their international relocation activities”

The four cases presented by Gray et al. (2013) are (a) in-house reshoring, (b) reshoring for
outsourcing, (c) reshoring for insourcing and (d) outsourced reshoring. Figure 2.2 illustrates
the four reshoring cases. The first case, (a) In-house reshoring, comprises companies relocating
their manufacturing from wholly owned offshored facilities back to wholly owned facilities in
home country. (b) Reshoring for outsourcing include the companies moving their
manufacturing from wholly owned offshored facilities as they let suppliers in the home country
take over the manufacturing. (c) Reshoring for insourcing is the opposite to (b) reshoring for
outsourcing meaning that manufacturing from offshored suppliers are brought back to wholly
owned facilities. Finally, (d) outsourced reshoring is instead the activity when the company
moves back its manufacturing from foreign suppliers to suppliers working in the home country
(Gray et al., 2013).

To Onshore
In-house Outsourced
o In-house Reshoring for
w
v 0o Reshoring Outsourcing
=
S <
g =
Y,
~
o)
£ 3 Reshoring for Outsourced
Iy § Insourcing Reshoring
S
o

Figure 2.2: Different forms of reshoring (Gray et al., 2013).

Even though the four alternatives are different from one another, they are all location decisions.
In summary reshoring means making a decision to relocate in the origin country, which can
only occur if a decision to offshore has been made previously (Gray et al., 2013).
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2.4 Reshoring: Brief History

From the beginning of 1990’s to the middle of the 2000’s, decisions of moving the
manufacturing aboard increased drastically in terms of lowering costs such as labor,
engineering and managerial cost (Fratocchi et al., 2016; Tate et al., 2014). As time passed, the
previous “low-cost” countries are now experiencing high labor costs, high raw material costs,
reduced responsiveness and reduced quality. Tate et al. (2014) believes that the reason for this
IS because the capacity utilization in these countries has become greater. The advantages with
offshoring have faded increasingly during the past few years where the declining of quality is
a common reason behind this. Another objective is the wages that are rising in countries such
as China, in pace with the increasing living standards (Sanandaji, 2016; Tate et al., 2014). The
cost gap between the aboard country and the home country continues to decrease and might
bring a great effect on offshored companies depending on manpower. In China, where many
companies once chose to offshore, the hourly wages have increased by more than twice as
much in many parts of the country and keeps increasing by 15-20% each year (Tate et al.,
2014). The factor market rivalry is the reason for this on the account of many companies
fighting for the same resources and materials in the country. Even though some companies
choose to move their production to inland China, to achieve lower cost of wages and decreased
rivalry, they come to discover the complexity of supply chains causing higher transportation
costs. The pipeline inventory is also common to expand. In the end, owning the production
abroad has become almost as expensive as it was owning it in the domestic country.

The economical decay together with the significance of sustainability and the increased
optimism of customer satisfaction regarding flexibility and costs has caused the offshored
companies a reconsideration regarding the chosen strategy. Hence, moving back the
manufacturing to the domestic country has in several cases been perceived as the ultimate
solution to all the arisen obstacles. As stated previously, the reshoring phenomenon is not new.
The interest in change of strategy has shown trails of determination from 1980s (Bals et al.
2015). It has however become more common and is nowadays viewed as a trend since more
companies have discovered the benefits of moving back the company to their home country
(Sarder & Nakka, 2014; Tate et al. 2014). The trend towards reshoring has been increasing
since 2005 (White & Borchers, 2016). Companies have found the worthiness of reshoring being
reduced total cost of ownership and improved quality, flexibility and speed. Other beneficial
aspects regard better supply of material and service and simplicity in doing business (Tate et
al. 2014).

2.5 Reshoring in Sweden

Studies show that it is more common for Swedish companies to reshore now than ever
(Sanandaji, 2016). This brings potential for Swedish manufacturing sector to participate in the
rapid globalization. The motives behind the choice of reshoring back to Sweden differ, thus the
most common motive is related to complexity of supply chains (Kélvelid & Wulf, 2016).
Kaélvelid’s and Wulf’s (2016) study shows that the reason behind the most common motive
being complexity of supply chain has to do with the fact that companies were once mainly
focused on reducing costs, such as wages, when they decided to offshore. However, inadequate
delivery and dependability was to be experienced because supply chains were less considered.
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In order to keep up, some companies had to invest in warehouses so that they could repair the
damaged strains to their customers and to assure their supplies. Shorter lead times has become
a more common demand from customers these days which is yet another reason to why some
Swedish companies choose to move back the manufacturing so that they can remain
competitive in the longer run. The study shows that a lot of unpredicted factors had a negative
effect on the goal to reduce costs. Innovation, research and development also suffered because
of the long distance to the production (Kélvelid & Wulf, 2016). Poor quality is another great
motivation to why Swedish companies have chosen to reshore. The study by Kalvelid and Wulf
(2016) shows that the costs of quality increased after having offshored because they did not
take sufficient account of this factor when making the offshoring decision. The highest costs
were found in the late processes where big parties of products consisted of poor quality. The
amount of expenditures increased drastically in the cases where rework was needed. The
technology has developed enormously in Sweden during the past years, which is yet another
motive for companies to move their production back home. The fact that the globalisation is
increasing means that world is growing together, which results to spreading competition
(Dahlbom, 2007). Continuous improvement of the company's innovative production processes
is required to strengthen the competitiveness.

2.6 Drivers for reshoring

The larger part of the existing theory treats drivers behind the reshoring decision, focusing on
which they are and why they are of high importance (Fratocchi, 2014). The reshoring drivers
are significant in the reshoring decision as they motivate it. The drivers for reshoring are closely
connected to the cost and risk factors considered in a reshoring decision. Hence, it is important
to be aware of the drivers before understanding the critical cost and risk factors when
considering reshoring.

According to previous literature, labor cost is in fact the most important factor in making
relocation decisions (White & Borcher, 2016). Ellram et al. (2013) points out that the low labor
cost that was once an important driver to offshore, has rapidly increased. Complexity of supply
chains in foreign countries is an important driver for reshoring, as well as companies facing
expensive inventories and slow moving ships (Ellram et al., 2013). Changes in the offshored
country’s structure are also drivers for reshoring, increased taxes are especially mentioned
frequently in the literature. Lack of employee competence or other knowledge-based resources
are also important motivations behind a reshoring decision. White and Borcher (2016) have
identified and ranked the most important drivers influencing the reshoring decision. These are
presented in Table 2.2. Van den Bossche et al. (2014) states that quality, customer
responsiveness and innovation improvements are also highly valued reshoring drivers. Beyond
that, Kinkel and Maloca (2009) argue that quality problems in the offshored country is the
second most common driver to why companies reshore. The main reason that companies
reshore is that they face problems with running reliable production in the offshored country.
However, the authors agree with White and Borchers (2016) that the cost driver is the dominant
one.

12



Literature review

Table 2.2: The most important drivers influencing the reshoring decision.

Driver

Includes

Cost

Costs associated with transportation and labor is increasing in the offshored country (De
Noble & Galbraith, 1992; VVan den Bossche et al., 2014). The total cost of ownership and
the freight costs are also increasing (Van den Bossche et al., 2014).

Input/Product

Improved ratio of labor productivity in the domestic country (Van den Bossche et al.,
2014). Currency, Weight, Raw material location (Ellram et al., 2013)

Labor

Larger amount of skilled labor (Kinkel & Maloca, 2009), skilled management and
knowledge in the domestic country (Ellram et al., 2013; VVan den Bossche et al., 2014)

Logistics

Supply chain's ability to quick response and less complex in the reshored country
compared to the offshored country (Kinkel and Maloca; Williamson, 2012). The supply
chain’s ability to be dependable is also a motivator (Van den Bossche et al., 2014)

Strategic Access

Larger market potential and access to knowledge in the home country (Ellram et al.,
2013)

Government trade
policies

E.g. Tax advantages in the domestic country (Ellram et al., 2013)

Supply chain
interruption

Less chance for supply chain interruption in the reshored country as well as faster
recovery in the case of supply chain interruption (Williamson 2012)

Country risk

The risk of natural disasters or political instability in the offshored country (Ellram et al.,

2013)

2.7 Cost analysis in a reshoring decision

Cost analysis involves cost estimates, i.e. estimates of what something will cost in advance.
The reason behind the reshoring decision is often based on the cost reduction that a company
believe they will achieve by moving the company back to the domestic country. Several
companies only received estimated cost analyses when making the decision to offshore in the
first place because they did not access sufficient data regarding different costs and therefore
the analyses presented misleading results. This has often been the case when making the first
relocation decision. Bailey and De Propis (2016) state that the decision took place faster than
expected and that these companies made the decision based on instinct. The miscalculation of
the advantages with offshoring soon became an “organisational learning” (Bailey & De Propis
2016; Kinkel & Maloca 2009). Miscalculations are often made due to a very narrow approach
in analysing the costs. Furthermore, this often leads to an incomplete perception of the entire
value chain, including logistics. Ignorance and lack of knowledge of what cost factors to
include in the analysis has resulted to companies not reaching their goal of decreasing cost
enough or at all (Bengtsson et al., 2005). The second relocation decision, reshoring, is being
viewed more carefully. The relocation decision models need to include more criteria rather
than solely financial criteria (Wiesmann et al., 2017). Further the reshoring decision should be
viewed as a part of the general strategic approach to manufacturing relocation (Fratocchi et al.,
2014). Comprehensive cost analysis of the cost factors influencing the reshoring decision will
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help the firm make the right supply decision and therefore the right relocation strategy.

2.7.1 Critical cost factors in the reshoring decision

Certain factors to why companies implement the strategy of reshoring have been identified.
The most significant factor affecting the reshoring decision is cost (Ellram et al. 2013; Tate et
al., 2014). Some companies choose to move back their production because they aim to reduce
the transportation costs, others do it to increase the flexibility hoping that the production
efficiency will raise. The cost factor itself can further be broken down into sub factors. Tate et
al. (2014) discovered six more specific factors after conducting the results of a survey of
managers in offshoring practice. Sarder and Nakka (2014) and Gylling et al. (2015) have also
investigated in important factors to consider in a reshoring decision. Song et al. (2007) have
created a framework consisting of significant factors to consider in an outsourcing or offshoring
decision. This framework could be used in guidance to locate important factors to consider
when reshoring since both decisions are about finding the right manufacturing location. Other
critical cost factors have been identified by authors and further explained in Table 2.3. Some
of the cost factors have sub factors, the sub factors are presented in parentheses.

Table 2.3: Identified critical cost factors in the literature

Cost factor

Description

Why

Source

Coordination

The cost of supply
chain coordination and
other coordination cost
that is needed

Depending on localisation
the amount of coordination
differs, which affect the costs

Canham and Hamilton
(2013); Kinkel and Maloca
(2009); Kinkel (2012)

Cycle time The cycle time’s The cycle time has a great Sarder and Nakka (2014)
impact on the total cost | effect on the productivity and
therefore the total cost
Energy The cost of energy ina | If a company is a big energy | Gylling et al. (2015); Sarder

country

consumer the energy cost is a
highly important cost factor

and Nakka (2014); Tate et
al. (2014)

Exchange rates

The cost of exchange
rates in a country

Exchange rates can bring
high costs when business is
done in the global market

Tate et al. (2014)

Input material

The cost of
components and
material that is needed
for the production

The price of components and
materials affect the expenses
of a company

Gylling et al. (2015); Song
et al. (2007)

Inventory
(Material handling)

The cost of material
handling

The cost of material handling
influences the total cost

Ferrin and Plank (2002)

Inventory
(Tied up capital)

The cost of tied up
material and products

The cost of tied up capital
influence the total cost

Ferrin and Plank (2002)
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Labor

The cost of labor in a
country

The wages in low-wage-
countries have increased
lately and the cost savings by
having the production in low-
wage-countries are
decreasing

Ellram et al. (2013); Gylling
et al. (2015); Sarder and
Nakka (2014); Song et al.
(2007); Tate et al. (2014)

Maintenance

The cost of
maintenance
connected to
machinery, equipment
and so on.

Downtime and repair cost
affect the total cost

Song et al. (2007); Ferrin
and Plank (2002)

Quality

The cost of quality
errors

Quality defects result to
higher quality costs, such as
rework

Knudsen and Servais (2007).
Sarder and Nakka (2014);
Song et al. (2007); Tate et
al. (2014)

Sustainability

The cost associated
with a company's

Cost related to disposal of
materials and other duties

Ferrin and Plank (2002)

emissions related to environmental
aspects might become
expensive
Taxes The cost of taxes ina | Taxes can have a great effect, | Song et al. (2007)
country e.g. income tax and capital Tate et al. (2014)
gains tax.
Training The cost associated It could be difficult to find Tate et al. (2014)

with training labor due
to limited competence

employees with the right
education and/or experience,
which requires training and
generates cost

Transportation
(Inbound)

The cost of the
transportation from
supplier to inventory

The rising cost of fuel and
other costs associated with
transportation have a big
impact on the total cost

Gylling et al. (2015); Sarder
and Nakka (2014); Song et
al. (2007); Tate et al. (2014)

Transportation
(Outbound)

The cost of the
transportation from
inventory to customers

The rising cost of fuel and
other costs associated with
transportation have a big
impact on the total cost

Gylling et al. (2015); Sarder
and Nakka (2014); Song et
al. (2007); Tate et al. (2014)

2.7.2 Product cost analysis
A product cost analysis strives to calculate the costs of a certain product, product line, product
system, service etc. The analyses are based on financial data. Revenues, expenses and earnings
are significant concepts for product cost analyses. These are often the main tool for companies
to use as basis when making decisions such as pricing, quotations and selection of production
(Ax et al., 2009). The product cost analysis provides the company with information of a
product's cost, its profitability and its price. According to Ax et al. (2009) a product cost
analysis is a proper method to use when a company want to know what manufacturing choice
to use (e.g. which manufacturing location to use). Hence, it is perceived as a proper method to
use when analysing costs in a reshoring decision. The costs included in the product cost analysis
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are: Manufacturing costs, Overhead costs and other costs that are related to the cost of the
product.

2.7.3 Investment cost analysis

According to Anderson and Gatignon (1986) several surveys indicate that few companies make
a deliberate cost analysis when deciding the right manufacturing location decision. It is
believed that companies focus mostly on the product cost analysis and tend to forget that the
manufacturing location decision is actually an investment. According to Anderson and
Gatignon (1986) these investments can both be human (e.g. train for competence, recruitment
costs) and physical (e.g. factory, machinery). The total cost for designing, developing and
starting up a new manufacturing should be considered (Dicorato et al., 2011).

2.8 Risk assessment in a reshoring decision

Several companies that once offshored encountered problems regarding complexity and
realizations of unexpected risks. Ellram et al. (2013) states that developing a comprehensive
risk assessment analysis of the regions in a reshoring decision will help companies make the
right decision. Furthermore, the risks can be viewed and compared against each other.
Companies considering reshoring need to evaluate the risk factors. The risks for reshoring have
not been studied in detail, thus there is not much literature addressing reshoring risks
(Valkonen, 2016). A few risk factors have been found in the literature but since the literature
lacks risk factors in a reshoring manner, some of the presented factors in the thesis are risk
factors that have been found in connection to all manufacturing relocation decisions. It is
important to be aware of the fact that reshoring risks are expected to be smaller than offshoring
risks since companies have more control over their production if it takes place in the home
country (Valkonen, 2016).

2.8.1 Critical risk factors in the reshoring decision

Schoenherr et al. (2008) have identified several risk factors affecting the manufacturing
relocation decision. Sarder et al. (2014) have identified important risk factors when reshoring.
Ellram et al. (2013) mentions risk factors important to consider in a reshoring decision as well.
Other critical risk factors in a reshoring decision stated by other authors have also been
identified. The different risk factors from the authors are presented in Table 2.4. Some factors
have subfactors, these subfactors are presented by parentheses.

Table 2.4: ldentified critical risk factors in the reshoring decision.

Risk factor Description Why Source
Competition The risk of not being If a company decides to reshore, Schoenherr et al. (2008)
(Market) able to compete in how will that affect the

manufacturing price manufacturing cost in a few years,

will it be lower, similar or higher
compared to competitors?

Competition The risk of increased Higher cost for resources means Ellram et al. (2013);
(Resource) competition on higher total cost and needs to be Kinkel and Maloca
resource assets. Firms | considered when relocating the (2009); Tate et al. (2014)

compete for the same manufacturing
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limited resources,
meaning higher cost for
resources

Culture

The risk associated
with difficulties to
manage relationships
due to cultural
differences in a country

Cultural differences can affect the
business between companies. It is
of high possibility that domestic
partners are easier to coordinate
with since these factors are much
more alike between companies
from the same origin

Ellram et al. (2013);
Kinkel (2012); Rice and
Stefanelli (2015); Sarder
et al. (2014); Schoenherr
et al. (2008); Tate et al.
(2014)

Engineering and
Innovation
(Competence)

The risk of not be able
to provide new
knowledge, design and
other important
innovation due to not
enough competence

Firms that rely on engineering and
innovation can be seriously
affected if a country cannot
provide this

Bailey and De Propis
(2014); Ferrin and Plank
(2002); Sarder et al.
(2014); Schoenherr et al.
(2008)

Engineering and
Innovation
(Technology)

The risk of not be able
to provide new
knowledge, design and
other important
innovation due to not
enough innovative
technology

Firms that rely on engineering and
innovation can be seriously
affected if a country cannot
provide this

Bailey and De Propis
(2014); Ferrin and Plank
(2002); Sarder et al.
(2014); Schoenherr et al.
(2008)

Exchange rates

The risk of fluctuations
in exchange rates in a
country

Change in exchange rates will
impact the revenue of a company

Bailey and De Propis
(2014); Ellram et al.
(2013); Fine (2013); Tate
etal. (2014)

Instability
(Transportation
cost)

The risk of instability
in transportation cost
and transportation
disturbances

Changes in transportation cost can
have a big impact on the long-
term result

Ellram et al. (2013); Rice
and Stefanelli (2015);
Schoenherr et al. (2008)

Instability The risk of instability Transportation disturbances can Ellram et al. (2013); Rice
(Transportation in transportation, such become costly and have a big and Stefanelli (2015);
reliability) as disturbances impact on the long-term result Schoenherr et al. (2008)
Labor cost The risk of increased Labor costs are continuing to Ellram et al. (2013);
labor cost for increase in low-wage countries. Sarder et al. (2014)
employees in a country | Companies that operates there and
consist of a lot of workers can be
seriously affected while
companies of high automation
might not be affected at all
The risk of natural If a country has fallen victim for Ellram et al. (2013);
disasters or terrorism such things or likely to be those Sarder et al. (2014)
Natural affecting the aspects need to be considered in a

disasters/terrorism

production, supply
chains or other areas

manufacturing relocation decision
since it impact the long-term
results
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Political

The risk associated
with difficulties to
manage relationships
due to political
differences in a country

Politics can affect the business
between companies. It is of high
possibility that domestic partners
are easier to coordinate with since
these factors are much more alike
between companies from the same
origin

Ellram et al. (2013);
Kinkel (2012); Rice and
Stefanelli (2015); Sarder
et al. (2014); Schoenherr
et al. (2008); Tate et al.
(2014)

Responsiveness

The risk of swings in
demand leads to higher
need of responsiveness
of the manufacturing.

Swings in demand have an impact
on the long-term results and the
responsiveness is of big
importance, for example, the lead
time from China is usually much
longer and the supply chain is
more difficult to adjust

Schoenherr et al. (2008)

Taxes

Measure the risk of
increased taxes

Increased taxes can have a big
impact on the total cost and
therefore a firm's result

Ellram et al. (2013); Rice
and Stefanelli (2015);
Sarder et al. (2014)
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3. Research methodology

The methodology chapter strives to inform the reader on how data was conducted and analysed
as well as why the methods applied were the most appropriate ones. The beginning of the
chapter presents the research approach and the research design. Further, the methods for data
collection and data analysis will be presented. In the end of the chapter the research quality is
discussed.

3.1 Research approach

This thesis is based on an inductive approach meaning that the authors strive to develop a
theory through empirical data combined with literature. The inductive approach is believed to
be the most suitable approach to follow in this thesis since there is a lack of knowledge
regarding cost analysis and risk assessments in reshoring decisions. Instead of deriving
hypotheses that can further be tested (deduction), one tries on the basis of their observations
and their data to arrive at an explanation or model of something meaning that the inductive data
goes from specific to general with the aim of bringing a general statement (Chinn & Kramer,
1983). This thesis follows a qualitative research approach, which is commonly used when the
phenomenon being studied is quite unknown and a deeper understanding is needed. The
conclusions that are drawn can not necessarily be generalized in other cases. They can however
give rise to hypotheses whose general validity can be tested and falsified or likely made for a
large number of cases with quantitative method.

Theoretical data Existing
theary from
prior
e Combining
theory and FINDINGS AND
- » empirical CONCLUSIONS
dat
Empirical e s
Empirical data data from
multiple case
study

St
Case study 2

Figure 3.1: The research approach of the thesis.

Exploratory research is suitable when the researcher wants to gain new insight in an
undiscovered phenomenon (Blumberg et al., 2014). An exploratory research includes literature
reviews and interviews (Eriksson & Kovalainen, 2008). It strives to define the problems and
propose hypothesis based on gathered existing data. Since reshoring can be viewed as a
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relatively undiscovered phenomenon, an exploratory research seemed appropriate. This thesis
is therefore based on qualitative and exploratory study in relation to interpretative perspective
and inductive approach in order to fulfil the purpose. The research approach of the thesis is
presented in Figure 3.1.

3.2 Research design

To answer the research questions (RQ1) what cost factors are critical to consider in a reshoring
decision within Swedish companies and (RQ2) what risk factors are critical to consider in a
reshoring decision within Swedish companies, data has been collected through existing
literature as well as from case companies through semi-structured group interviews or single
semi-structured interviews depending on amount of available people.

There is a need to structure the research in order to answer the research questions and thus fulfil
the purpose of the thesis (Hilletofth, 2010). The thesis strives to investigate the research issue
by bringing an understanding about the cost and risk factors that are viewed as critical in the
reshoring decision. As stated above, existing literature is lacking. However, the research design
includes a literature review to collect what possible cost and risk factors have already been
identified. A literature review was needed to identify what is already known about the factors.
It is also essential in order to demonstrate the knowledge of the field. In order to bring a new
theory, the theory must be related to the literature review i.e. what has already been stated.

Figure 3.2: Method triangulation of the thesis.

This thesis aims to investigate critical cost and risk factors to consider in a reshoring decision.
The factors that are being studied are objects that have been analysed and evaluated by humans.
It is therefore important to study the human act, since they are the decision makers in the
reshoring decision process. According to Yin (2009), a case study is a proper method to use
when the aim is to gain a deeper understanding about the phenomenon and when there is an
aim to investigate in depth within a real-life context.

Further it is believed that the study will be more reliable if more than one case study is
performed. Performing a multiple case study was therefore viewed as the proper method as it
allows studying humans in their context. The multiple case study was performed by using an
interview technique. Interviewing is viewed as a qualitative data collection technique and the
method is useful when you aim to understand people from their own point of view (Williamson,
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2002). Further the authors chose to perform semi-structured interviews since the technique
brings a significantly higher accuracy of the assessment. In addition, the authors ensure that all
candidates are handled as fair as possible. Documents received by the interviewees include data
from the moment the decision was made and information regarding what cost and risk factors
were included in their evaluations. Studying these documents is believed to bring reliability
into the case study as it can be difficult for the interviewee to remember a previously made
decision in detail. Performing literature review, semi-structured interviews and analyses of
documents will bring triangulation into the thesis. Triangulation increases the trustworthiness
of what is being studied. Further it helps view the problem from several angles and allows data
collection from several sources (Figure 3.2)

To identify suitable case companies there was a need to identify reshoring companies in
Sweden. Since there is no official list of reshoring companies in Sweden an investigation on
reshoring companies in Sweden was performed and a list of reshoring companies in Sweden
was developed. The list was conducted through Internet search and information sharing from
the School of Engineering in Jonkoping. After the list of reshoring companies in Sweden was
conducted, the next step in the process was to choose a few suitable companies to participate
in this study. One criterion when selecting case companies was that they should have completed
the reshoring process. Further, the companies should be able to present a specific case of
reshoring and be able to share information through a group interview. The desire was to be
provided with documents regarding cost analysis and risk assessments performed by the
companies. However, only one company was able to provide that kind of documentation.

3.3 Literature review

Performing a literature review on reshoring was crucial in order to collect relevant information
about the phenomenon. It was also necessary in order to collect possible cost and risk factors
and to begin answering the research questions.

3.3.1 Research strategy

Williamson (2002) points out that researchers act on the basis of theory, make it explicit and
develop it. Existing theory contributes with facts on how to further develop the reshoring
phenomenon. Reviews were therefore performed on a number of scientific original articles,
published in international journals in a particular area being reshoring. Sekaran (1992, p.73)
has defined the literature review as “the foundation on which the entire research project is
based. It is a logically developed, described and elaborated network of associations among
variables that have been identified through such processes as interviews, observations, and the
literature survey” (Williamson, 2002). As stated above, not much literature about reshoring
has been conducted and therefore the theory is limited. Existing literature of significance to
this thesis, i.e. the research questions, is presented in the Chapter 2, Literature review.

3.3.2 Data collection

Since the literature available focus mostly on what reshoring is as well as defining its drivers
(Fratocchi et al., 2014) a limited number of articles were discovered treating the reshoring
decision process regarding cost and risk factors. Four appropriate databases were identified
suitable for accessing relevant articles; Scopus, Primo, Web of Science and Google Scholar.
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Table 3.1: Combination of keywords

Search Term

Reshoring OR Onshoring OR Backshoring OR Inshoring OR Back-reshoring OR Manufacturing location
decision

(Reshoring OR Onshoring OR Backshoring OR Inshoring OR Back-reshoring) AND (Cost factors OR Cost
analysis)

(Reshoring OR Onshoring OR Backshoring OR Inshoring OR Back-reshoring) AND (Risk factors OR Risk
assessment)

(Reshoring OR Onshoring OR Backshoring OR Inshoring OR Back-reshoring) AND (Decision process)

Further the key-words were chosen; Reshoring, Onshoring, Backshoring, Inshoring, Back-
reshoring, Manufacturing location decision, Cost factors, Cost analysis, Risk factors, Risk
assessment and Decision process. The keywords and how they were used are presented in Table
3.1

3.3.3 Data analysis

The selected articles were chosen by the main criterion being that they contribute with facts
regarding the reshoring decision process. An inductive analysis was performed in order to find
patterns, themes and different categories of relevance. The four databases together provided
with 9059 articles, where some articles were revealed in simply one database and others in all
four. The first step was to filter out articles that the researchers considered being of no value
for answering the research questions. This was done by adding further search terms being cost
factor, cost analysis, risk factor, risk analysis and decision process. The number of relevant
articles decreased from thousands to a couple of hundreds.
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0
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Figure 3.3: Available and selected articles from the four data-bases.

In the next step the researchers browsed through the pages by reading the headings of the
articles to value their relevance. If uncertainty arose, the researchers would read the abstract of
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the article to make an assessment easier. The number relevant articles narrowed down to 26.
These articles were read separately and highlighting was made to find patterns and themes that
were essential for the literature study purpose. The amount of available and selected articles is
presented in Figure 3.3.

As the graph 3.3 indicates, there is not a great deal of literature that treats the reshoring decision
process. The number of suitable articles found was 26 out of 9059. The references used beyond
were mainly identified using snowballing and are articles that support the ideas or that
contributes with necessary information.

3.4 Multiple case study

Performing a multiple case study is believed necessary in order to collect further information
about the phenomenon and to collect considered cost and risk factors from different companies
to begin answering the research questions.

3.4.1 Research strategy

Case studies enable deep-diving in the subject and an investigation of a phenomena that might
otherwise not have come to the surface. In case studies, interest lies in what is going on in the
environment, but also in explaining why these events occur in more detail (Denscombe 2014).
Case studies have also been used to test theories and to let the researchers see if a theory
predicts will actually occur in practice in a real environment. To achieve great result the
researchers strived to perform a qualitative method being semi-structured interviews consisting
of people that were involved in the reshoring decision. Preferably people from different
positions (CEO, production managers, supply chain managers etc.) This in order to better
understand the reshoring decision process. Semi-structured interviews allow the interviewer to
follow up the answers provided by the participants with other unplanned questions if necessary
(Williamson, 2002). Gylling et al. (2015) states that SME manufacturing companies authorize
a group of people to have the responsibility for the production location decision regarding the
factory and the supply factors. Since the reshoring decision often takes form as a group decision
it is believed that group interviews will bring the participants to a similar situation as when the
reshoring decision was made. A group interview is a technique that allows the interviewer to
interview more than one person at the same time. Documents are also needed to be studied to
bring further qualitative approach into the study. This method helps highlight important factors
of the desired subject and facilitates compilation of information.

3.4.2 Data collection

The most suitable interview type for the aim of the thesis is believed to be semi-structured
interviews since it is characterized by the questions developed and formulated by the
interviewer following a prepared guide. Semi-structures interviews were performed as a
primary strategy for data collection. An interview guide was created consisting of questions
and topics that the interviewers wanted to address during the interviews. By asking broad
questions of relevance the interviewers (being the researchers of this thesis) were able to gain
wishful data but also unsuspected data that would be of high value to the study. The interview
guide acted as a guidance tool during the group interview to uncover important information
and details of the reshoring decision. The goal with this thesis was to interview approximately
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three people from the same company during the same time, though single semi-structured
interviews were performed in most cases due to unavailable participants.

Table 3.2: Interview details

Case Number of Interview name Interviewee (s) Type of Duration

company | Interviews (source) interview

A 1 Interview 1 CEO Face-to-Face | 90 min

B 1 Interview 2 CEO Phone 60 min

C 2 Interview 3 and 4 Purchasing Manager Face-to-Face | 80 min
Market & Sales Coordinator 40 min
Operative Purchaser

D 1 Interview 5 Production Strategist Face-to-Face | 170 min

Notes were taken during the interviews and the interviewers made sure to receive sufficient
information on each question. The interviews were all recorded as well so that the interviewers
could make sure to capture everything and further analyse the data afterwards. Four case
companies wanted to participate in the study and people from managerial positions acted as
interviewees. In Table 3.2 interview details are presented.

Data collection was also possible through previous documentation from when the reshoring
decision occurred. Documents presenting how the cost analysis and the risk assessment were
performed in detail were handed over for the researchers to look into. Relevant data was
conducted and analysed together with data presented during the interview and data found in
the literature.

3.4.3 Data analysis

Analysing qualitative data does not require following any strict rules, instead there is a need to
find ways to make sense of the material collected (Williamson, 2002). To analyse the
interviews in detail they needed to be recorded. According to Slater (1990, p.114) “The more
fully and accurately any interview can be recorded in the respondent’s own words, the better
analysis and conclusions will be”. Therefore, the interviews were recorded, transcribed and
analysed to discover important data. Williamson (2002) means that in many cases the
researcher puts a great deal of time on data collection but leaves the analysing of the data to
the very end. This, according to Williamson (2002) does not make justice to the research project
or the participants who were a part of the project. Therefore, a lot of time was spent to evaluate
and analyse the interviews as well as the documents of the cost analysis and risk assessments.
The information from the interviews was analysed by dividing data into different cost and risk
factors, from there the data was broken down until it was possible to make sense of the
information. The authors used an excel file where information regarding factor, description,
quote and time of the quote was noted. To gain a deeper understanding about the different cost
and risk factor that are considered in a reshoring decision there was a desire to access
documents of the cost analysis and risk assessments performed by the case companies due to
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the fact that interviews may not provide enough information. It may be difficult to interview
people and ask them how they made a decision in the past since there is a chance that they will
not remember. The first step in analysing the documents was to make sense of the data. Further,
the data was evaluated by identifying factors which were then titled and described.

The identified factors from the multiple case study were analysed using a table developed by
the authors. The table contains factors mentioned by the representatives of each case company
and were compared to the factors found in the existing literature. The aim was to reveal
differences and similarities with the desire to draw conclusions. Analyses were made based on
if a specific factor appeared in the literature study, if a specific factor appeared in the multiple
case study and how many times it appeared.

3.5 Research quality

The trustworthiness of the data conceived depends on how well the research methods have
brought accurate and consistent data. The data must be valid and the methods must be reliable
in order for it to become trustworthy. Assessing the trustworthiness of a qualitative research
is not as easy as in quantitative research. It is important to be aware of the difficulty in
repeating an exact same social environment as one has at an ethnological study. Guba and
Lincoln (1982) replaced reliability and validity with the parallel concept of "trustworthiness”.
The concept consists of credibility, transferability, dependability, and confirmability and is
preferably used by researchers when performing studies of a qualitative approach.
Trustworthiness is all about establishing all four terms. Definitions of the four terms are
presented in Table 3.3.

Table 3.3: Definitions of the four terms which together create trustworthiness

Naturalistic terms Definition Source
Credability “The confidence that can be placed Holloway & Wheeler, 2002;
in the truth of the research findings” | Macnee & McCabe, 2008
Transferability “The extent to which the findings of | Merriam (1998)
one study can be applied to other
situations”
Dependability “The stability of findings over time” | Bitsch (2005)
Confirmability “The degree to which the results of Baxter & Eyles (1997)

the inquiry could be confirmed or
corroborated by other researchers”

3.5.1 Literature review

The value of a literature study depends on how well the authors value and identify the articles
they have chosen to include in their study. Eriksson (2015) states that it is of high importance
that reader is be able to decide if the article is trustworthy. The technique used to access data
of cost and risk factors in the literature was perceived appropriate since the search terms filtered
out irrelevant information and revealed the ones of high value. Performing a literature review
allowed the researchers to critically choose articles from a scientific purpose. However, only a
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small percentage of the several articles found in reshoring included facts about cost and risk
factors which indicates how limited the research is in this manner. The authors of several
articles that included identified cost and risk factors had categorized and presented them
differently from one another. The researchers needed to interpret some factors in order to bring
a more composing result. There is a chance that others would have selected material differently
since they might have found other useful articles that were excluded in this thesis, though at a
low degree since there are only few articles addressing these. They might however have
interpreted the factors differently when determining them. According to Guba and Lincoln
(1985) the trustworthiness of a qualitative study is based on whether the findings are credible,
transferable, confirmable and dependable. In Table 3.4 the four terms have been evaluated
based on the methods and techniques used to collect theoretical data.

Table 3.4: The value of the four terms in conjunction with theoretical data

Naturalistic terms Comment Conclusion

Credibility The researchers are rather confident about the Medium credibility
collected data being true. Triangulation was
performed by involving four databases and by
cross-checking chosen articles. However,
interpretation was necessary and the researchers
might have interpreted something the wrong way.

Transferability The researchers find the collected data applicable to | Medium transferability
some degree in several contexts. Similar data was
often find in many articles.

Dependability The researchers consider the achieved theoretical High dependability
data to be consistent. Since there are few articles
regarding cost and risk factors in a reshoring
decision process the chances are high that they as
well would study the same articles. Inquiry audit
was used to establish dependability as well.

Confirmability The researchers find the researcher bias and to be High confirmability
low and the degree of neutrality to be high.
Comparisons between articles written by different
researchers have been performed. So, have
discussions between the researchers regarding
included articles in this study.

The authors have studied the phenomenon for half a year and performed different methods and
techniques to increase the trustworthiness of the theoretical data collection. Additionally, the
theory developed by the data found in the articles has continuously been reviewed by the
supervisor of this study who has written and published several articles in reshoring. The
trustworthiness of the theoretical data performed is viewed as rather high as a whole. However,
it is up to the individual reader to determine this.

3.5.2 Multiple case study
Semi-structured interviews were performed in the multiple case study as a data collection

technique designed to answer the research questions. Performing semi-structured interviews
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allowed the researchers to collect valuable data that the prepared questions did not cover. The
goal with semi-structured interviews has been to emerge the understanding of cost and risk
factors in a reshoring decision. The individual answers to the questions are therefore not to be
generalised. Associations to further questions may hopefully arise for future research as well
as new ideas in how to bring further knowledge about the phenomenon.

Furthermore, documents containing evaluated factors were analysed. Unfortunately,
documents were only received from one company due to confidentiality. The answers are
believed to be more reliable using semi-structured interviews since the interviewee has the
possibility to answer in his own words. In Table 3.5 the four terms have been evaluated based
on the methods and techniques used to collect empirical data.

Table 3.5: The value of the four terms in conjunction with empirical data

Naturalistic terms Comment Conclusion

Credibility The researchers believe that the data received is of high Medium credibility
quality. The fact that the interviewees were all a part of
the decision-making process increases the credibility.
However, time has passed since the reshoring decision
was performed and there is a chance that the interviewee
has repressed important aspects. The credibility would be
higher if more than one company had contributed with
documentation.

Transferability The researchers consider the gathered empirical data not | Low transferability
to be repeatable in other cases. The data achieved from
interviewing case companies can vary a lot depending on
what type of reshoring has been performed and what
products are being produced. However, there is a
possibility for the empirical data to repeatable in
companies of similar characteristics.

Dependability The researchers of this study believe that other High dependability
researchers would experience rather similar results.
Performing similar semi-structured interviews allowed
the interviewee to speak freely and the questions asked
did not suggest any possible answers. The documents
received would with high probability be the same during
the next time.

Confirmability The researchers experienced that the degree of neutrality | Medium confirmability
could have been higher than perceived. Some
interviewees preferred not to mention any less good
experiences which is understandable since sharing
information can be sensitive. Documents would increase
the confirmability but in this case only one of four
companies could provide with this.

Performing structured interviews would not allow the researchers to get access of the
unsuspected data and performing unstructured interviews might not have answered the
researcher’s questions. Hence, by choosing a semi-structured interview method the risk is
reduced because it gives the respondents the opportunity to develop their response and fully
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develop its perspective. The documents studied were consistent to what had been said during
the interview of that significant case company. The desire was to receive documents from each
case company but the researchers discovered the difficulty in this manner due to confidentiality.
If documents had been received the trustworthiness of the empirical data would be higher. A
lot of valuable information was still received and the value of the trustworthiness is perceived
to be medium. However, it is up to the individual reader to determine this.
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4. Findings
This chapter presents the cost and the risk factors identified by the multiple case study. Each

participating company described and the identified cost and risk factors are presented in
tables.

4.1 Company A

4.1.1 Case company description

Company A develops products of waste disposal and holds a leading position in the Nordic
countries. The company is a part of a larger concern, which is a great producer of waste disposal
bins in Europe. Today the larger concern owns Company A. The larger concern produces in
Germany and France as well, where larger disposal bins are being manufactured. In Sweden,
they produce smaller disposal and bins that are part of to the complete larger bins. A typical
product is a smaller electrical box where you dispose batteries, light bulbs, chargers, cell
phones, etc.

The production was once outsourced to China where products were being produced with the
help of subcontractors. Parts of Company A’s production is located in Germany, which
outsourced as well. Since the market of these products is currently found in the Nordic
countries, especially Sweden and Denmark, a decision was made to produce locally with the
help of Swedish subcontractors. A decision was also made to dismantle the production in
China, hence the production was moved to Sweden and some parts of the production were
moved to Germany. The production moved back to Sweden during year 2014 as the choice was
made by the CEO and the owner of Company A’s subcontractor, the municipality together with
the CEO, CFO and the Export Manager (CEO of Company A today) of Company A. Today
there is a great collaboration between Company A and their subcontractor and it has been since
the municipality helped arrange so that the subcontractors could expand their production in
Company A’s old premises. Company A and the subcontractors are dependent on each other
and they have a close collaboration. The drivers behind Company A’s decision for reshoring
were mainly improved flexibility, faster lead-time, improved control of the production and the
“made in Sweden brand”. The CEO of Company A believes that the drivers were all achieved.

4.1.2 Cost factors

As stated previously, Company A’s production in Sweden is owned by another company,
which is a subcontractor to Company A. Hence the reshoring strategy Company A chose was
outsourced reshoring. When dealing with outsourced reshoring it is a bit difficult to investigate
the manufacturing cost factors, since the company often receives a product price from its
subcontractors and compare that price with others. The company may not be aware of the cost
factors that are included in the product price. However, the cost categories that Company A
had in mind when reshoring are presented in Table 4.1. Some factors that were identified could
be divided into sub factors, the sub factors are presented by parentheses.
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Table 4.1: Critical cost factors found in Company A

Cost factor Description Why Source
Inventory The cost of having warehouses | When producing in a country abroad | Interview 1
(Warehousing) | close to customer there is a need to have bigger

warehouse premises which obviously
affect the total cost

Manufacturing | The cost for setting up the The cost for setting up the production | Interview 1
setup production in the new location | in the new location affects the decision
to reshore since it impacts the long-
term results

Subcontractor | The cost of producing products | The price of products affects the Interview 1
manufacturing | with the help of subcontractors | expenses of a company
price
Transportation | The cost of transporting Since the inventory are located in the | Interview 1
(Inbound) products from supplier to domestic country the differences in
inventory transportation cost needed to be
evaluated due to rising transportation
costs

Transportation | The cost of transporting goods | The rising cost of fuel and other costs | Interview 1
(outbound) to customer associated with transportation have a
big impact on the long-term results if
the customers are located far away

Company A analysed the cost of manufacturing setup, which is an investment. However, they
did not calculate the payback time. The CEO of Company A believes that the manufacturing
cost is quite similar in China and in Sweden, however the subcontractor manufacturing price
needs to be considered anyway. It is believed that the other cost factors matter more, i.e.
inventory and transportation costs.

4.1.3 Risk factors

Company A made no advanced risk assessment since they believed they did not need to
perform one. The CEO of Company A states that they followed their beliefs and experiences.
The risk of having the production in China was that they experienced difficulties in
communication, control and responsiveness. One conclusion is that Company A did not
perform an advanced assessment of the risks and that they mainly took the believed risks into
consideration. The critical risks that were considered are presented in Table 4.2.

Table 4.2: Critical risk factors found in Company A

Risk factor Description Why Source
Communication The risk of having Due to time differences and Interview 1
misunderstandings and other communication
communication issues difficulties there is a risk of

lack of communication when
producing abroad
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Control The risk of losing control over | Losing control over the Interview 1
the production production is always a risk
when producing abroad

Responsiveness The risk of not being able to be | Itis a higher risk of not being Interview 1
flexible in customer demand able to deliver on customer
demand when the production is
placed far from the customers

4.2 Company B

4.2.1 Case company description

Company B is one of the leading companies in the Swedish market of heat pumps. The
company strives to provide their customers with smart solutions in energy and heat by utilizing
the solar energy stored in the bedrock, the soil, lakes, water and in the air. Typical products are
geothermal heat pumps, ground source heat pumps and air source heat pumps. The year of 2006
was especially highlighted because at that point the need of heat pumps was the highest of all
time. The company decided to start an additional production in Poland due to the elevated need
of heat pumps. They believed that the need that had arisen in the Nordic countries was to rise
in the European countries as well, therefore they needed to be prepared in meeting the future
needs. The production in Sweden was believed not to be sufficient in the future. A new
production in Poland started so that they could move approximately 50% of the production
from Sweden. Company B was soon to realise the tough competition between the two facilities
and the two manufacturers could not keep the same quality management. Even though the labor
cost was cheaper and the education was higher in Poland they decided to shut down the
production because of several hidden costs that became visible when having offshored.
Difficulties with running two production facilities was also a reason to reshore. Running two
productions meant running two managements.

“Doubling the capacity shall not require doubling the staff” - CEO of Company B

Company B performed in-house reshoring, since they moved their production from wholly
owned production facilities abroad back to wholly owned facilities in Sweden. Today Company
B has achieved a stronger profile and reached their financial goals. The drivers behind
Company B’s reshoring decision were problems regarding supply chain issues, cultural issues,
the amount of hidden costs in Poland, inventory costs and difficulties with managing two
production facilities. Other drivers were higher productivity level in Sweden, closeness to
customer, increased tied up capital, lower fixed costs, higher quality and ease of
communication. The CEO of Company B states that the achieved outcomes were higher than
the expected ones.

4.2.2 Cost factors

The CEO of Company B mentions that there are many “soft factors” that play a huge part in
the decision-making that cannot easily be put into monetary terms, such as productivity. There
are many hidden costs that one does not include in calculations when offshoring e.g. cost for
employee travel to foreign country, which is a coordination cost. One more cost associated with
coordination is material coordination. Further, the costs that were considered as critical when
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reshoring according to Company B are presented in Table 4.3.

Company B did not solely do an investment analysis since they believed there was no need.
That has to do with the fact that they only moved previous tools from Poland to Sweden. They
would not say that they performed a product cost analysis either since that would have spoken

for the movement of the entire production to Poland.

Table 4.3: Critical cost factors found in Company B

Cost factor Description Why Source
Coordination The cost associated with When having the production located | Interview 2
(Employee having employees travel abroad employee travel cost appear
travel) e.g. cost for transportation | and affect the total cost
and hotels
Coordination The cost of coordinate Coordinate material to production Interview 2
(Material) material facilities are costly and affect the
total cost
Energy The cost of energy to The energy price in regions differ Interview 2
machines and premises and amount of energy use affects
the total cost
Infrastructure | The cost associated with Having several premises means Interview 2
having several premises higher total cost
Inventory The cost of tied up capital The tied up capital affect the long- Interview 2
(Tied up term results
capital)
Labor The cost of labor Labor cost in regions differs and Interview 2
affect the total cost
Maintenance The cost associated with Cost associated to maintenance Interview 2
maintenance affect the total cost
Management The cost of management Two sites require double Interview 2
and other white collar management. Reshoring led to only
workers that appear when one facility and lower total cost
having more than one
production location
Productivity The cost associated to level | In this case the productivity was a Interview 2
of productivity lot higher in the domestic country.
High productivity leads to lower
total cost
Quality The cost associated with The cost for quality errors can be Interview 2
quality errors, such as huge and affects the total cost
rework
Transportation | The cost of transporting The rising cost of fuel affects the Interview 2
(Inbound) material to inventory transportation cost. If the inventory
is placed far away from the
production, this indeed affect the
total cost
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Transportation | The cost of transporting The rising cost of fuel affects the Interview 2
(Outbound) goods to customers transportation cost. If the customers
are placed far away from the
production, this indeed affect the
total cost

Instead Company B performed a total cost analysis consisting of all critical cost factors listed
above. In this term, a total cost analysis includes a product cost analysis and an investment cost
analysis. Company B has not performed an after cost analysis but they believe it was the right
decision.

“Reshoring was without a doubt the right decision”- CEO of Company B

4.2.3 Risk factors

The CEO of Company B mentions that there were huge risks in moving the entire production
to Poland instead of Sweden. Mostly because Company B is great in the Nordic market and the
customer reaction could be complex because the company believe that the “Made in Sweden”
brand is very important to the customers, the risk is stated as brand reputation in Table 4.4. The
CEO of Company B also mentions that it could have been risky to place the entire production
in Poland instead of Sweden because the employees might not feel certain about their future in
the company. There was also a risk that employees would resign due to an uncertain future, in
Table 4.4 this risk is stated as employee uncertainty. Company B identified the risks by
reasoning and by using common sense. However, the risks played a huge role when making
the decision to reshore. The CEO of Company B states the importance of considering the costs
as well as the risks. The risk factors that were taken into consideration by the company are
presented in Table 4.4.

Company B considered two risks that has to do with undesirable reactions, meaning that
stakeholders could react differently due to a decision, in this case customers and employees.
Further, the company considered engineering and innovation, meaning that they considered the
risk with not finding enough competent employees. Finally, they considered communication
as a risk, meaning the risk of having communication issues.

Table 4.4: Critical risk factors found in Company B

Risk factor Description Why Source
Communication | The risk of difficulties in The risk of lack of communication | Interview 2
communication when are high in countries abroad

having relationships
overseas

Engineering The risk of not being able to | There is a risk of not finding Interview 2
and innovation | access skilled people enough skilled people in countries

(competence) abroad

Undesirable The risk of bad customer There is a risk that the customer Interview 2
reaction reaction due to a decision would react bad if not reshoring

(Customer) since the “made in Sweden brand”

are important for many customers
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Undesirable The risk of employees If the company keep relocating the | Interview 2
reaction feeling uncertain about their | production it is a risk that
(Employee) future in the company due to | employees feel uncertainty and

a decision resign

4.3 Company C

4.3.1 Case company description

Company C was one of the first companies to offer electrical products such as radios in the
Swedish market. What used to be a production is nowadays an installation focusing company
that offer integrated solutions of electrical distribution systems.

After the 1960’s the concern decided to invest in production in the United Kingdom, Spain and
in the Netherlands other than in Sweden. In 2004, they decided to successfully move parts of
the existing productions to a highly modern plan for production in Romania. The production in
the Netherlands shut down and the ones in Spain and United Kingdom decreased. The
production in Romania is now the manufacturer of the entire product range and has the highest
number of employees. Most part of the production in Sweden was interrupted during the year
2005 and became subcontracted instead. The installation process of the products used to be
integrated as a part of the product but grew to become a company located in Sweden. Today
they offer electrical distribution materials and installation products and instead of
manufacturing them they assemble them after buying components from different suppliers,
primarily from their own brand.

Typical products assembled by Company C are charging stations, measuring products, media
centers and other steel enclosure solutions for power and distribution, machines, and
automation. The company offers products of high quality and does not compete in price.
Swedish subcontractors could offer products of high quality and therefore, the company
switched subcontractors from Poland to Sweden and chose to perform reshoring to insourcing.
Their subcontractors have been chosen based on their level of automation. Producing the parts
without automation requires great amount of labor and without automation the labor cost would
be a big part of the total cost. The products they offer can easily be produced by automated
subcontractors and they can choose to collaborate with companies nearby Sweden and pay
almost as much regardless of where the subcontractor is located. The main reason for choosing
to collaborate with subcontractors in Sweden instead has to do with the fact that they delivery
precision from Polish subcontractors has worsened lately. Since Swedish subcontractors offer
high automation, high quality and decreased transportation costs, they are viewed as the
obvious choice.

4.3.2 Cost factors

Company C performed outsourced reshoring on the parts of the production they believed
would benefit from the strategy. In order to know what products Swedish subcontractors should
manufacture they performed a relatively detailed cost analysis. One highly evaluated cost factor
is the cost of labor and the company believes that a Swedish subcontractor is only beneficial if
the labor cost of the total product cost does not exceed 35 %. Although, more products have
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the cost of labor is decreasing. The analysed costs are presented in Table 4.5.

Table 4.5: Critical cost factors found in Company C

Cost factor Description Why Source
Coordination Cost associated with having | Having production abroad means Interview 3
(Employee employees travel e.g. cost for | increased travel costs
travel) transportation and hotels
Coordination The cost of choosing to When reshore, a new subcontractor is Interview 3
(Supply) collaborate with new needed. This can be costly due to new
subcontractors designs and equipment
Delivery The cost of receiving Deliveries that are delayed from Interview 3
dependability | materials and components supplier can be costly due to production
with delays from supplier interruption
since the delivery
dependability is low
Equipment The cost of having to create Subcontractors abroad are less careful Interview 4
new equipment with equipment and therefore affect the
total cost
Exchange rates | The cost of having to pay The company needs to pay more due to | Interview 3
more due to exchange rates exchange rates in the country abroad,
which affect the total cost
Inventory The cost of tied up capital Tied up capital increases when Interview 3
(Tied up production is located in the domestic
capital) country, which affect the total cost
Inventory The cost of having When producing in a country abroad Interview 4
(Warehousing) | warehouses close to customer | there is a need to have bigger
warehouse premises which obviously
affect the total cost
Management The cost of management and | Having the production overseas means | Interview 3
other white collar workers increased management cost Interview 4
Quality Cost associated with quality | More quality errors in the country Interview 3
errors such as rework abroad leads to higher expenses and
affect the total cost
Subcontractor | The total cost of producing The price of products affects the Interview 3
manufacturing | products with the help of expenses of a company
price subcontractors
Taxes The cost of having to pay for | When producing abroad taxes increases | Interview 4
taxes and affect the total cost
Transportation | The cost of transporting The rising cost of fuel affects the Interview 4

(Outbound)

goods to customers

transportation cost. If the customers are
placed far away from the production,
this indeed affect the total cost
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Company C has performed a total cost analysis when deciding for reshoring. The change of
subcontractor from Poland to Sweden regarding a specific product made them realise how
much cheaper the total cost of that specific product became, the cost factor, subcontractor
manufacturing price. Since the majority of customers are located in Sweden the company
would save money on warehouses because the long delivery times and also on the reduced
amount of quality errors. The company also saved money by reducing the number of trips
(coordination) to the overseas country and made further decisions in reshoring more products.
Some of them might still be slightly cheaper to produce in Poland but since the quality of the
products constitutes a big part of their great relationship to their customers there is no doubt in
choosing to produce in Sweden.

4.3.3 Risk factors

Company C evaluate several risks when identifying the need of changing subcontractor. The
company has experienced several changes in between subcontractors in different countries and
might therefore have more knowledge about the outcomes. The biggest and most common risk
they fear is the risk of damaging their relationship with a supplier if wanting to assign solely
few products to another subcontractor, e.g. to subcontractors in Sweden. A reaction they have
experienced before is the refusal of producing any products at all in the future. This might do
further damage in Company C’s relation to the customers. Further risks that are being evaluated
by the company are presented in Table 4.6.

Table 4.6: Risk factors found in Company C

Risk factor Description Why Source
Control The risk of losing control The risk of losing control over the Interview 3
over the production production is higher when producing
abroad and affect the long-term results
Culture The risk of having culture Not sharing the same cultural values Interview 3
differences that leads to e.g. | increases risks
employees do not taking
responsibility in their own
work
Engineering The risk of not being able to | It is important to evaluate the risk of not | Interview 3
and innovation | follow the innovation of being able to access innovation due to
(Technology) machinery fast enough losing competitor advantage
Exchange rates | The risk of having to pay There is a risk in producing in other Interview 3
more due to changes in countries than Sweden due to changes in
exchange rates exchange rates, since it affects the total
cost
Natural The risk of not being able to | The risk of not being able to produce Interview 4
disasters/ run activities due to due to shutdowns is bigger in low-wage
terrorism shutdowns countries and it is a danger to the
production
Undesirable The risk of damaging the It is important to cooperate with a Interview 3
reaction relationship with a supplier | supplier and there is a risk when Interview 4
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(Supplier) due to a decision reshoring to damage relationships in the
country abroad

4.4 Company D

4.4.1 Case company description

Company D is a world-leading provider of sustainable productivity solutions such as
compressors, vacuum solutions, air treatment systems and assembly systems. The company
produces in Sweden but also abroad in other countries such as Asia, India and other low wage
countries. In total, they produce in more than 20 countries and their customers are located all
over the world. Unfortunately, no more information about Company D will be provided since
the company is very sensitive in this manner.

Company D differs some from the other case companies since they have experienced several
reshoring projects and the person being interviewed, the production strategist, has a deep
knowledge in reshoring. All the reshoring projects that Company D has performed are
reshoring from wholly owned facilities abroad to wholly owned facilities in the domestic
country i.e. in-house reshoring and they continue to reshore. The reshoring projects takes
around two to three years, the production strategist of Company D explains that this involves
planning, procurement, delivery time for equipment and the time it takes for everything to run
ideal. The dominant reshoring driver for Company D is lower total cost but drivers such as
quality and manufacturing aspects play a major role as well. The increased automation has led
to a desire to invest more in automation since the quality is an important aspect to consider for
the company. The production strategist of Company D mentions the difficulties with competing
with companies in low wage countries when having the production located in the same area, in
the way that they do not follow any environmental laws or other work laws. It is therefore
extremely difficult to compete with them in cost.

4.4.2 Cost factors

The production strategist of Company D emphasizes that the cost analysis in a reshoring
decision is extremely important. He also highlights the importance of calculating correct when
looking at fixed overhead costs such as administration and factory overhead or in his words;
“the infrastructure”, which consists of employees such as managers and other costs that exist
regardless of production location. The production strategist of Company D means that several
companies look at this the wrong way. If a company already have an infrastructure in Sweden
consisting of managers, product developer and so on, this will not lead to doubling the total
overhead if reshoring. Instead one or two people may be hired. This is something companies
fail to include in their calculations. The production strategist of company D also discusses the
importance of not only looking at a product cost analysis. instead there should be a total cost
analysis that compares the different production scenarios and an investment cost analysis. The
total cost analysis should treat and compare the changes in cost with respect to overhead costs,
real costs and not standard price. The production strategist also highlights the importance of
investing in automation and that it does not necessarily bring a higher manufacturing cost since
its payoff is extremely high. He continues with explaining that it is beneficial to invest in new
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equipment and machines when reshoring rather than move the old assets. This is due to the fact
that if a company starts moving old machines to the new location they will not be able to
produce efficiently for a long period of time and the cost savings with using old equipment will
not be achieved.

Company D analyses the potential reshoring decision using net present value and payoff. The
company chose to share a cost analysis model which they use when deciding for reshoring. The
factors that have been identified in Table 4.7 are therefore collected both from the interview
and the provided cost analysis document.

Table 4.7: Cost factors found in Company D

Cost factor

Description

Why

Source

Coordination

Cost associated with having

When having the production

Cost analysis

(Employee travel) | employees travel e.g. cost for located abroad employee document
transportation and hotels travel cost appear
Cycle time The cycle time’s impact on the Cycle time needs to be Interview 5
cost evaluated due to cost savings Cost analysis
when the cycle time is low document
Energy Cost associated with quality High use of energy affects the | Cost analysis
errors such as rework total cost document
Infrastructure Cost associated with having If producing in more than one | Interview 5
several production premises factory it is cheaper to produce | Cost analysis
everything in only one document

Input material

The cost associated with buying

The cost of components

Cost analysis

products using subcontractors affects the total cost document
and cost of material that is
needed
Inventory (Tied The cost of tied up capital Having several production Interview 5
up capital) locations increases the cost for | Cost analysis
tied up capital document
Labor Labor cost of employees Labor cost affect the total cost | Interview 5
cost analysis
document
Maintenance The cost of maintenance of Less cost associated to Interview 5
machines and equipment maintenance gives lower total | Cost analysis
cost document
Management The cost of management and If producing in more than one | Interview 5
other white collar workers, all factory the fixed overhead cost | Cost analysis
costs that are fixed overhead will be higher than producing | document

costs e.g. managers and product
developers

everything in only one, this
obviously affect the total cost

Manufacturing
setup

The cost of setting up a new
production line in the domestic
country

The cost of a new production
line affects the reshoring
decision since it generates cost

Cost analysis
document
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Quality Cost associated with quality Quality errors are more Interview 5
errors, such as rework frequent in low-wage Cost analysis
countries and affect the total document
cost

4.4.3 Risk factors

Company D uses a risk assessment where they identify the risks and evaluate the possibility
for them to occur. The production strategist of Company D emphasizes the importance of
evaluating the risks because they drive cost. Company D chose to share a cost analysis model
and a model for the risk assessment. The production strategist of Company D does not in
contrary to other case companies, believe in speculating in exchange rates. He believes that it
is dangerous to speculate in something you cannot know. Despite this, identified risk factors
from Company D are presented in Table 4.8.

Table 4.8: Risk factors found in Company D

Risk factor Description Why Source
Control The risk of losing control over the | Losing control over the Interview 5
production production in countries abroad can | Risk assessment
have negative effects document
Culture The risk of having culture Cultural differences can lead to Interview 5
differences that leads to e.g. problems that affect the Risk assessment
employees do not taking production and the competitive document

responsibility in their own work advantage

Engineering and | The risk of lacking competent Without new technology, there is | Interview 5
innovation employees, that affects the a risk of losing competitive Risk assessment
(Competence) innovation of new technology advantage document

(Technology)

Inflation The risk of inflation and its The inflation delta differs and Interview 5
impact on the costs affect the total cost Risk assessment
document
Instability The risk of instabilities in Instabilities affect the production | Interview 5
resources, such as electrician and the long-term results Risk assessment
document
Manufacturing The risk of not being able to If old and new technology are Interview 5
set up produce when having to shut mixed there is a risk the reshoring

down the production temporarily | strategy do not succeed
due to movement of existing
machinery and equipment to the
reshoring country

Political The risk of political changes and Political changes affect the Interview 5
its impact on the company production and the long-term Risk assessment
results documents
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Project The risk of not having enough It is important to reach Interview 5
competence competence and therefore fail competence when deciding for Risk assessment
with the reshoring strategy or the | reshoring otherwise the goals document
risk of having uninvolved might not be reached. Weak
employees of unidentified roles project management leads to
due to weak project management | lower production volume
therefore there is a risk when
producing abroad, hence they
might have weak management
Quality The risk of having poor quality- Poor quality-consciousness leads | Risk assessment
consciousness to poor product quality, which document
affect the long-term results
Undesirable The risk of evoking employees Employees reactions can make it | Interview 5
reaction difficult to dismantle a production | Risk assessment
(Employees) facility document
Undesirable The risk of shareholders not Risk of decreased value of the Interview 5
reaction believing in the reshoring strategy | stock

(Shareholder)
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5. Analysis

Chapter 5 strives to analyse and compare the findings from the literature review with the
findings from the multiple case study. Section 5.1 and 5.2 present tables that illustrate what
cost and risk factors have been identified in the multiple case study compared to what factors

have been identified in the literature.

5.1 Critical cost factors found in multiple case study

Identified cost factors are presented in Table 5.1 explaining which factors were presented by
the case companies (A-D) and which factors were found in the literature review. To be able to
present a proper distribution of cost factors, the cost factors are not divided into sub factors (as

they were in the literature review and findings).

Table 5.1: The occurrence of cost factors

Cost factor A B C Literature
Delivery dependability X

Coordination X X X X
Cycle time X
Energy X X
Equipment X

Exchange rates X X
Infrastructure X

Input material X
Inventory X X X X
Labor X X
Maintenance X X
Management X X

Manufacturing setup X X

Productivity X

Quality X X X
Responsiveness X
Subcontractor manufacturing price X X X
Sustainability X
Taxes X X
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Training X

Transportation X X X X

Coordination, Inventory, Management, Quality and Transportation appear to be the most
frequent cost factors since three or all out of four case companies considered them in their cost
analysis. The existing literature treats the most frequent factors excluding Management.
Further, there are factors that have been considered by case companies that are not mentioned
in the existing literature. These factors are; Delivery dependability, Equipment, Infrastructure,
Management, Manufacturing setup and Productivity. One interesting finding is that none of the
case companies seemed to have considered Responsiveness, Sustainability or Training as
critical cost factors in their cost analysis even though existing literature has highlighted these.

5.2 Critical risk factors found in the multiple case study

Identified risk factors are presented in Table 5.2 explaining which factors were presented by
the case companies (A-D) and which factors were found in the literature review. To be able to
present a proper distribution of cost factors, the cost factors are not divided into sub factors (as
they were in the literature review and findings).

Control, Engineering and Innovation and Undesirable reaction proved to be the most
commonly viewed risk factors since three out of four companies considered these risks. Only
one of these risks were mentioned in the literature, Engineering and Innovation. There were
several identified risk factors found in the multiple case study that were not mentioned in the
literature; Communication, Control, Inflation, Manufacturing setup, Project competence,
Quality and Undesirable reaction.

Table 5.2: The occurrence of risk factors

Risk factor A B C D Literature
Communication X X

Competition X
Control X X X

Culture X X X
Engineering and Innovation X X X X
Exchange rates X X
Inflation X

Instability X X
Labor cost X
Manufacturing setup X

Natural disaster/terrorism X X
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Political

Project competence

Quality

Responsiveness

Undesirable reaction

Taxes
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6. Concluding remarks

Chapter 6 strives to discuss the findings and analysis of the thesis and present a conclusion of
the findings. Further, practical implications and theoretical implications are discussed.
Finally, limitations and further research are discussed.

6.1 Conclusion
The aim of the thesis was to identify critical cost and risk factors in a reshoring decision within

Swedish companies. To answer the aim two research questions were developed, RQ1: What
cost factors are critical to consider in a reshoring decision within Swedish companies? and
RQ2: What risk factors are critical to consider in a reshoring decision within Swedish
companies?

THE
RESHORING
DECISION
COST RISK
FACTORS AlM FACTORS
RQ11 RQ2
What cost factors are What risk factors are
critical to consider in critical to consider in
a reshoring decision a reshoring decision
within Swedish within Swedish
companies? companies?
Delivery Input materal @ Quality Communicaticn | Inflation Project
dependability competence
Coordination Inventory Responsiveness Competition Instability CQuality
Cycle time Labor Subcontractor Control Labor cost Responsive-
manufacturing ness
price Culture Manufacturing Undesirable
Energy Maintenance Sustainability setup reaction
: Engineering and = MNatural Taxes
Equipment Management | Taxes Innovaticn disaster/temrcrism
Exchange rates | Political
Exchange Manufacturing = Training
rates setup

Infrastructure | Productivity Transportation

Figure 6.1: Critical cost and risk factors in a reshoring decision

In Figure 6.1 the research questions are answered by presenting the cost and risk factors found
in the literature as well as the factors given by the case companies.

It is believed necessary to discuss the factors that were mentioned in the literature but not in
the multiple case study. The thesis strives to highlight critical factors for Swedish companies
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to consider, though it is important to be aware of the fact that the factors identified in the
literature review that were not mentioned in the multiple case study, might not be correct in all
Swedish contexts. However, the authors have chosen to include them in the answer of the
research questions. This because the multiple case study might not cover everything and the
factors identified in the literature is believed to be important to consider in a reshoring decision
as well.

There seems to be differences in what cost factors are critical for Swedish companies. The
differences could be due to the fact that the companies performed dissimilar types of reshoring.
There is a big difference in considered cost factors when comparing the companies against each
other. Company B and D have considered the costs to a greater extent in comparison to
Company A and C. This might be due to the fact that Company B and D performed in-house
reshoring and Company A and C performed outsourced reshoring. However, Coordination,
Inventory, Management, Quality and Transportation were the most common factors to consider
when deciding for reshoring.

The most frequent risk factors mentioned by the case companies were Control, Engineering
and Innovation and Undesirable reaction. All the previous risks regard remaining in the country
abroad e.qg. the risk of not reshoring. That corresponds with what VValkonen (2016) have already
stated, that reshoring risks are expected to be smaller than offshoring risks since companies
have more control over their production if it takes place in the home country (VValkonen, 2016).

Porter and Rivkin (2012) state that it is common that the manufacturing relocation decision is
based on overhead cost rather than how the decision will impact the company in the long run
(Porter & Rivkin, 2012). This study shows that this might be true due to weak analysis
performed by the case companies regarding costs such as taxes, exchange rates and
sustainability. According to Kélvelid and Wulf (2016) innovation, research and development
suffered because of the long distance to the production when having offshored the production.
This study shows that three companies considered Engineering and innovation as a risk, since
the risk of reduced innovation and competence could appear if not reshoring. Kélvelid and
Wulf (2016) states that the motives behind the choice of reshoring back to Sweden differ, thus
the most common motive is related to complexity of supply chains (Kalvelid & Wulf, 2016).
The findings of this master thesis indicate that this is true due to the fact that there were many
critical cost factors connected to coordination and transportation that were considered as
critical. Tate et al. (2014) states that companies found reshoring worthy since the strategy
allows improved quality and reduced total cost of ownership. This study corresponds to what
has been noted by Tate et al. (2014), since three companies considered quality as an important
cost factor when reshoring.

According to Pisano and Shih (2012) companies continue to make decisions on how to source
the production on a small basis and fail to develop a sourcing strategy that allows them to
compete on the global market. This study shows that this is not necessarily true since two of
the case companies appear to have performed rather detailed cost analyses and risk
assessments. Though, in contrary there are companies that have performed weak analysis.
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6.2 Practical and theoretical implications

This thesis shows that there is a great deal of factors that are critical in a reshoring decision,
thus different factors are critical depending on which company evaluating a reshoring
opportunity. This is due to deviations in such as products, company strategy, customers and
manufacturing techniques. Since each company and each product is unique it is overall
important to identify what costs to include in the cost analysis of a reshoring opportunity. A
company cannot conclude that just because another company succeeded with their reshoring
strategy, that they will succeed as well.

Obvious cost factors to consider might be direct labor and material cost, but there are other cost
factors that need to be consider to be able to make a fair comparison between locations and
decide the right manufacturing location. The result of the thesis indicates that critical cost
factors that are more difficult to measure and compare, so called soft factors, have a great effect
on the reshoring decision. These factors might be more difficult to measure. Not all costs can
be found or calculated easily, but is important to analyse them since they might have a big
impact on the total cost. Further, it is recommended to evaluate the reshoring decision from a
total cost perspective, in terms of a product cost analysis and an investment cost analysis.

Companies seem to consider risks with remaining in the offshored country to a higher extent
than the risks of reshoring. These risks seem to be of importance to consider since they generate
costs that companies need to be aware of. There is however a difference on how companies
evaluate these risks. Some design these more in detail while other follow their beliefs and
experiences. One recommendation is therefore to evaluate the risks in detail with a
comprehensive risk assessment.

It is believed necessary to discuss other factors that might impact the reshoring decision such
as; loyalty to country, ethics, private reasons or vague feeling that reshoring is the right strategy
to implement. It is however difficult to capture these terms since managers do not want to
confess the decision being anything other than rational. The authors experienced that in some
cases this is true, such factors as mentioned above do exist. One recommendation is therefore
to capture these terms within a company since they can be devastating when making decisions
that need to be based on true facts, such as a reshoring decision.

The findings of the thesis show that there are a great deal of cost and risk factors that are critical
to consider in a reshoring decision. As previously stated, the reshoring research is partial
regarding the reshoring decision process (Bals et al., 2016; Ellram et al., 2013; VValkonen, 2016;
Wiesmann et al., 2017). These findings are believed to be evidential to the fact that there is a
lack of research since critical factors found in the multiple case study are more than the existing
literature indicates. The existing literature treats critical factors to consider in a reshoring
decision rather fuzzy and it is believed necessary to identify more specific factors and continue
to develop the theory.

6.3 Limitations and further research

The most common type of production to be reshored is machinery manufacturing (Sarder &
Nakka, 2014; Van den Bossche et al., 2014). Therefore, it was desirable to investigate case
companies that have reshored their machinery manufacturing. Due to a limited number of
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existing reshoring companies in Sweden this limitation was not possible. Further four different
types of reshoring have been identified. This thesis strived to solely treat reshoring from
offshored manufacturing (in-house reshoring) but did not manage due to difficulties in finding
participative companies. Investigating in only one type of manufacturing and one type of
reshoring is believed to reach a higher reliability. To understand the reshoring decision process,
it was necessary to perform interviews consisting of employees that were involved in the
reshoring decision. The desire was to interview people from different positions (e.g. CEO,
production managers, supply chain managers). Since the reshoring decision often takes form
as a group decision it is believed that group interviews will bring the participants to a similar
situation as when the reshoring decision was made. Difficulties were discovered in finding case
companies that could offer this due to the fact that the decision involved a small amount of
people and some of them had resigned from the company. However, only one case company
could provide a group interview. It was also a desire to analyse the cost analysis and risk
assessments documents performed by the companies when making the reshoring decision.
Unfortunately, the authors were facing problems with accessing the documents. It was
discovered that these particular analyses are very sensitive and companies are careful with
revealing these. Thereby only one of the four case companies chose to share the documents.
Hence, the results could somewhat reach a higher extent of reliability if all case companies
could have provided documents due to the fact that interviews rarely cover everything. Still the
authors made the most out of the situation and were able to answer the research questions with
the different methods and techniques used. The trustworthiness of the theoretical data is rather
high and the trustworthiness of the empirical data is medium. The research questions could be
answered and triangulation was achieved increasing the total trustworthiness of all the data
achieved.

Even though reshoring has been more highlighted now than ever, a great extent of the reshoring
theory is still unknown (Foerstl et al., 2016; Fratocchi et al., 2014; Kinkel, 2012; Kinkel &
Maloca, 2009; Wiesmann et al., 2017). There is a need for further research regarding critical
cost and risk factors in a reshoring decision, though further research should focus on the
delimitations that this thesis could not implement. Reshoring research needs to highlight
similarities within industries and reshoring types including more companies. One interesting
aspect that other researchers could treat is what cost factors decrease when reshoring.
Furthermore, future research is needed to investigate how the cost analysis and the risk
assessment appear regarding design i.e. which methods are used and how.
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