15

Submission for EIBA 2015 Interactive Track 11: MNE strategy and organization

Reasons for reshoring from China to Sweden 

Abstract 
The trend in international business has for decades been to offshore to gain competitive advantage through economies of scale, reducing costs and gets access to new markets. However, with markets conditions changing, the emergences of MNEs, increased costs and lack of control (knowledge and quality), international firms re-evaluate their global supply chain to once again sustain competitive. The emerging trend is to reshore. This study develops an understanding of how and why Swedish firms decide to re-evaluate their supply chain in terms of reshoring. Our preliminary findings show they take a dynamic approach to reshoring to ensure control over the full process. This is an evolving perspective that explains international business after the BRICs rush.     
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INTRODUCTION
The concept of reshoring slowly emerged parallel to organizations starting to announce their (partly or full) withdrawals from China and East Asia. The Economist (2012) highlighted the growing number of cases that repatriate manufacturing to the country of origin. Some of these organizations are Dutch Philips, German Bosch, American Caterpillar, Ford and General Electric as well as Japanese Seiko. Apple started to manufacture one of their Mac in the U.S. in 2013. From recent surveys 38 percent have observed that a competitor has reshored while 14 percent believe that further plan to reshore. It has become a growing global phenomenon (see Fratocchini et al., 2014). This study addresses the concept of reshoring from China back to the country of origin, Sweden.  
Previous research in international business has focused on various aspects related to internationalisation, the multinational enterprise (MNEs) and foreign direct investments (see Buckley and Casson, 1981). MNEs have been seeking investments and sourcing in lower cost regions (Kotabe and Murray, 2004), according to the transaction cost theory (Williamson, 1975; 1981) to achieve benefits of ownership advantage, location advantage and internationalization advantages (Dunning 1980, 1998).  For the past four decades low-cost jobs have shifted away from high-cost countries to low cost countries (Tate, 2014). From 1990s and onwards the major trend for mainly MNEs have been to offshore manufacturing to increase economies of scale, gain competitiveness (Fang, Gunterberg and Larsson, 2010) and increase both in flexibility in the global factory (Buckley 2009; Buckley and Ghauri 2004) and efficiency (Martinez-Mora and Merino, 2014). However, the conditions and context have changed for doing international business. While Buckley (2002) posed the question if the international business agenda is running out of steam, with this study we build on the emerging trend (Tate, 2014) that calls for research on micro, meso and macro level as well as from different regions and continents and industries.   
From 2008 the global financial crisis made a lot of organizations improve on their cost performance, since many initiated cost-cutting programs and reorganizations (Tate, 2014; Martinez-Mora and Merino, 2014). In addition, the conditions and the players in the global arena have changed, the traditional well established brands are challenged by newcomers and emerging market multinational enterprises (EM MNEs, see Luo and Rui, 2009; Luo and Tung, 2007) such as Lenovo acquiring IBM, Geely Holding corporations acquired Volvo cars and The Turkish Ülker Group acquired Godiva chocolate. Given these examples and the shift of purchasing power of the newcomers, intellectual property rights have been given a new importance and meaning to sustain market leading position, emphasis on sustainability, competitive potential and knowledge have become a key asset for survival, even more so than before. In order to correspond too many of the new international challenges MNEs rethink and evaluate their global production and positioning since another keyword is flexibility (Tate, 2014), organizations want to be flexible to quickly respond to changes in market needs. 
Fang et al. (2010) discuss how the global context of sourcing has changed. Their study was conducted on four Swedish firms that sourced in China. One of the key findings was that China has become increasingly expensive. With the emphasis on the changes in the context, at that time there was not a single case actually doing reshoring to Sweden. Today’s situation is different. The reshoring of Ostnor was announced in May 2013 and EWES in 2015 (Intelligent Logistik, 2013; 2015). Thus, one way to respond to the changes is to re-evaluate the global sourcing, to relocate and rethink their global supply and production chain. In the U.S. it was a political incitement to encourage American firms to consider reshoring after the 2008 years recession (Tate, 2014). What we have observed was a global phenomenon of reshoring in response to the changing international business climate and conditions worldwide.  
Research on reshoring, has been conceptual (Fratocchini et al., 2014), based on secondary sources (Kinkel, 2014) and calls for empirical studies (Fratocchini et al., 2014; Kinkel, 2014; Ellram et al., 2013; Martinez-Mora and Merino, 2014). The research is scarce (Martinez-Mora and Merino, 2014; Arlbjørn and Mikkelsen, 2014) and the articles are short. Many of the studies focus on the U.S. (see Gray et al., 2013; Tate, 2014; Fishman, 2012) which may not be applicable on other markets, given the differences in context. 
This study addresses several gaps. First, we answer to Tate’s (2014: 68) call for  “understanding on why companies make certain decisions”. Second, we answer to the call for empirical insights (Kinkel, 2014; Ellram et al., 2013) on reshoring and Sweden (Fratocchini et al., 2014). In line with Gray et al., (2013: 31) we found it most suitable to conduct in-depth case studies: “in-depth case studies are necessary to facilitate an understanding of the context and the drivers of the previous offshoring and more recent reshoring decisions” and follow one organizations and their withdrawal process from China. Tate (2014) discusses the importance of including non-strategic resources in research, not only focusing on strategic resources. Non-strategic resources include employees (motivation) and logistics (transportation and infrastructure). We are interested in developing an understanding how and why organisations take reshoring decisions. The purpose of this paper is to arrive at a better understanding of why and how companies decide to reshore (partly or fully) their global production. Thus, the research questions we address are: How companies re-develop their global production in terms of both strategic and non-strategic resources? How do companies take these decisions? We aim to conduct this research by studying the withdrawal of two Swedish MNEs from China and interviews are used to gain an in-depth understanding of this rising phenomenon since the literature is scarce. The paper is structured as follows, next we discuss the underlying theory development related to reshoring, followed by research methods. Preliminary findings are presented next (please note that more interviews are scheduled) as well as preliminary conclusions. 
LITERATURE
Global sourcing has been widely used to increase global competitiveness, reduce costs and enter foreign markets (Kotabe and Murray, 2004). However, there are internal and external challenges with global sourcing such as logistics, transportation, energy, regulations, corruption, currency, knowledge, culture and communication. Organizations developed skills and experiences to handle some of these challenges, however with time they realised that some were more important than others, and decided to re-evaluate the global supply chain and the manufacturing particularly in an increasingly expensive market like China (Fang et al., 2010).
Reshoring is an emerging research area with an increasing amount of literature in recent years (e.g. Kinkel, 2014; Tate 2014; Gray et al, 2013). Albeit being an emerging area, there foundation must be made solid through a discussion on the multifaceted concept; offshore, nearshore, rearshore, back-reshoring, rightshore, backshoring and foreign divestments. These are summarized in Table 2 below. 
----------------------------------------INSERT TABLE 2 HERE ----------------------------------- 
Kinkel (2014) used secondary sources from 1450 to 1650 German manufacturing companies to investigate the future and impact of backshoring. He found differences in the short vs. long term strategy. While 20 percent react as a consequence of changing local conditions, the majority (80 %) can be seen as a “correction mechanism” (p. 64). On the same lines, Gray et al., (2013) argue that organizations are trying to correct for previous offshoring miscalculations since they are more interested in the total cost including value added. Previously reshoring was seen as a pure location and cost decision (Ellram et al., 2013) and that the early trends of the offshoring revolution was a means to reduce costs and achieve economies of scale. Sourcing from countries like China is both a matter of cost-, and strategy (Fang et al., 2010). There are two exit modes, captive backshoring which refer to the withdrawal from own foreign production while outsource backshoring refers to the withdrawals from foreign suppliers. While Kinkel conclude that research is needed on both of these, he also explained that empirical research is needed to develop the arguments. Thus, our focus remains on the captive backshoring. Kinkel Bringing previously outsourced capacities such as manufacturing back to the home country is called reshoring (Kinkel, 2014). However, there are several concepts used for almost the same phenomenon. 
In the context of United Kingdom (UK) Bailey and De Propis (2014) found that there are severe limitations to reshoring, especially in their study of the automotive industry. The main limitations were educated, professional skills and access to finances in the supply chain. Tate (2014) sees cultural differences and distance as two further reasons that delimit innovation within organizations. Further shortcomings are lack of control over production, difficulties to monitor, make changes to the production, knowledge transfer and cross-cultural issues (Kinkel, 2014).    
Reasons for reshoring
There reasons for reshoring can be divided into three categories; costs, knowledge and context. 
1. Rising costs: 
· Labour cost is increasing in low-cost countries (See Fang et al., 2010; Fishman, 2012; Bailey and De Propis, 2014)
· Fuel cost is increasing which influence the international logistics (Tate et al., 2014; Fishman, 2012)
· Rising cost (Fang et al., 2010)
· Possibility for automatization (Arlbjørn and Mikkelsen, 2014)
· Increase in lead time (Arlbjørn and Mikkelsen, 2014)
2. Knowledge related: 
· Intellectual property rights are more precious globally than previously since bridges have occurred (Clarke, 2012; Riley and Vance, 2012)
· Lack of knowledge from the foreign destination (Kinkel and Maloca, 2009)
· Lack of systematic location planning (Kinkel and Maloca, 2009) 
· Quality assurance (production and quality) (Bailey and De Propis, 2014)
· Risk avoidance (Nelson, 2013) 
3. Context specific: 
· Location characteristics (psychic distance, cultural distance and institutional distance) (Gray et al., 2013.)
· Changes in the shipping industry who advocate for slow steaming gives a delay of one week (Hull, 2005; Martinez-Mora and Merino, 2014)
· Changes are slow in production (Williamson, 2012)
· Growing consumer awareness for environmental issues
· Growing consumer awareness for country of origin to support domestic production and quality assurance 
· Changes in currency valuation (Bailey and De Propis, 2014)
The possible benefits of reshoring can be to increase the competitive in high-wage countries (Kinkel, 2014). China among other countries has increased its costs, for example regarding higher wages (Fang et al., 2010; Kinkel, 2014). Gylling et al., (2015) found in their study of the Finish bicycle industry that organizations that reshored saved 30 percent in costs and Fang et al., (2010) explain that organizations that simply compete on price are the first to leave China. The decision to stay or to leave from China is thus a matter of the strategic vision of the firm that includes more than the cost. However, their study was conducted on the fashion industry.  
In a study of the Spanish footwear industry in Alicante, Martinez-Mora and Merino (2014) showed that the return to the home market is a response to both changes in economic climate but also changes in the market. This could also be viewed as a dynamic perspective (Martinez-Mora and Merino, 2014), since the location decision is something that change with time and contextual changes and should not be considered static. In their study, Martinez-Mora and Merino found that new factor do emerge in the environment that did not exist at when the decision to offshore took place. Thus, it is argued that in order to remain competitive in the new era of contextual challenges, organizations need to respond by being dynamic. Although they studied the fashion industry, they saw a clear benefit from reshoring, from having two traditional seasons per annum, organizations could now introduce four seasons. The new strategy could not have been developed with long lead times from Asia and high volumes. This informs us that different industries could make new benefits. Furthermore, their study reveal that the 14 cases had "no plans to offshore again in the future" (p. 34) thus contradicting their own concept of being dynamic when they conclude it was a permanent location decision. The dynamic perspective of the supply chain includes the "ability to continuously integrate, develop, and reconfigure firm´s competencies" (Arlbjørn and Mikkelsen, 2014: 61).  


RESEARCH METHODS
This study builds on a qualitative approach (Yin 2003; Eisenhardt 1989; Stake 1995). Interpretative sense making (Stake 1995; Welch et al., 2011) with one case study and the empirical insights gathered from interviews. Chapman et al. (2004) argue that interpretative methodologies have not been used widely in the field of International Business, while they can provide a new lens to the investigation of a research phenomenon. Initial investigations (see Fang et al., 2010) and one in-depth interview with the CEO of Ostnor, offer a good basis that highlight the importance and variation of this topic depending on the context. 
Beside the qualitative approach being the most suitable for this study, there is a call for more qualitative research in International Business that “deals with dynamic and volatile situations that demand creative and flexible research designs and methodologies” (Sinkovics et al. 2008: 690). Still, 80 per cent of the research in International Business was implicitly positivistic (Yang et al. 2006; Piekkari et al. 2009). Methodological pluralism and inventiveness is essential for the scholarly field to thrive (Sinkovics et al. 2008; Piekkari et al. 2009). 
The focus which has been given to China and Sweden in previous research was scarce. In a review out of the six top International Business journals  between 1992- 2003, China was the fourth most sampled country (after USA, UK and Japan) with 10.7 per cent, while Sweden accounts for 5.6 per cent and positioned at number nine on the list (Yang et al. 2006). More than 700 Swedish companies with more than one thousand Swedish establishments are operating on Chinese soil. Under 2014 the turnover of Sweden-China trade is USD 14 billion and foreign direct investment in either side is USD6billion. Sweden was the first Western country to have established diplomatic relations with China on May 9, 1950. The relationship between Sweden and China has never been closer than today and is still growing stronger. China is Sweden’s largest commercial partner in Asia and Sweden is China’s largest commercial partner in Nordic Europe. Swedish firms are particularly exposed to the problematics given that Sweden is a high cost country and has a record of foreign direct investments to low-cost countries. (China Daily 2010; Business Sweden 2015)
PRELIMINARY FINDINGS
Ostnor is a Swedish organisation that both develops and manufactures taps and blenders within businesses as the key segment. They strive to have leading-edge technology, high quality, and attractive design and to be eco-friendly. 
Around 15 years back they moved the manufacturing and main operations to Asia, and especially China since this was a trend and the right decision at the time. Recently, it was announced that Ostnor made the decisions to reshore its operations and manufacturing to a small village in the north of Sweden where manufactories have been opened, mainly run per automatic. The CEO explains “we taking back manufacturers to Sweden because we have 90% of our customers in the Nordics meaning that the transportation and carbon footprint will be smaller if we have the manufacturer close to our customers”. Thus the key reason being proximity to its customers. Marketing position today is overall number one in Nordic: number one in Sweden, number one in Denmark, number one in Iceland, number two in Norway, and number two in Finland. The Nordic are representing briefly 90% of the total revenue of the company. 
Efficiency, innovation and quality are other keyword used, that explain the reasons for moving back. Innovation is extremely important for their business and quality should be the best in the world. It took them six months before they were up in speed in their manufacturing in Sweden. 
Dynamic reshoring 
[bookmark: _GoBack]Looking back, offshoring to China was the right decision at the time to sustain competitive. However, conditions change, and now they felt that in order to remain competitive it was the right time to reshore. However, in their strategic plan, they have decided to “produce where our customer are based meaning when we gain growth in China, we got critical volume we will have the manufacturer close to our customers are”. Ostnor is having a dynamic view of off-, and reshoring. They don’t consider this to be the final decision, or the last reshoring, but waiting for the market to develop in China. With the Asian Activity they have sales offices in China, Hong Kong and Singapore. 
Control 
Increasing costs in China now make it almost the same to have the manufacturing in Sweden. However, the benefits are control over the process and sub suppliers. Previously they occasionally experienced problems with parts, given the time for transportation from China to Sweden it caused a two months hold in the sales. The CEO explained “the frequency of the quality problems was not the really issue. It is more distance issue was blocking hinder when they accrued”. Occasionally they were standing without components, not able to supply their customers of course, but being unable to supply their customers’ product was the worst thing could happen. However with regaining control they feel stronger and more competitive to serve their customers. 
China is the apart from Sweden the number one in sourcing partner. Beside the raw material, brass, sink and copper, roughly 25% off out of total sourcing still come from China and is shipped to Sweden. The CEO expressed: “But we have not left China that is for sure. We have been very clear in communication that i mean this is not statistic decision to make everything in Sweden”.
Innovation and Eco friendliness 
One of the very important criteria for Ostnor was to be energy-efficient, to be sustainable both in terms of how they manufacture their product but also the overall consumption of water. That was the way to drive innovation, to drive differentiation from their competitors.
PRELIMINARY CONCLUSIONS
Unlike Gylling et al., (2015) who argued that uncertainty is a reason for manufacturing companies to reshore, we found that it was not the only reason. One initial interview by the CEO informed us the proximity to their customers and control over the process were two of the main reasons for reshoring, besides innovation, cost and environmental aspect. More important, unlike Martinez-Mora and Merino (2014) who argued that they took a permanent strategic decision when the Spanish footwear reshored to Spain, Ostnor showed that they are flexible in their supply chain process and that they will consider offshore and reshore again depending on how the markets develop. This is an interesting aspect, overlooked by earlier research in international business. Since one key focus has been location of the company and location of foreign direct investments, but here Ostnor take a dynamic view that it, most likely, will and can change. This gives us opportunities for further research, to study them in their process of decision making and the reshoring evolution.  
REFERENCES
Arlbjørn, J. S. and Mikkelsen, O. S. (2014) Backshoring manufacturing: Notes on an important but under-researched theme, Journal of Purchasing and Supply Management. Vol: 20: 1: 60–62
Bailey, D. and De Propis, L. (2014) Manufacturing reshoring and its limits: the UK automotive case, Cambridge Journal of Regions, Economy and Society, 7: 379-395. 
Buckley, P. J. (2009) Internalisation thinking: From the multinational enterprise to the global factory, International Business Review, Vol: 18: 3: 224–235. 
Buckley, P. J. and Ghauri, P. N. (2004) Globalisation, economic geography and the strategy of multinational enterprises, Journal of International Business Studies 35: 81–98.
Buckley, P. J. (2002) Is the International Business Research Agenda Running Out of Steam? Journal of International Business Studies, Vol: 33: 2: 365-373. 
Buckley, P. J. and Casson, M. (1981) The Optimal Timing of a Foreign Direct Investment, The Economic Journal, Vol. 91: 361: 75-87.
Business Sweden (2014). The Swedish Trade and Investment Council. 
Boddewyn, J.J. and Torneden, R., (1973). U.S. foreign divestment: A preliminary survey. Columbia Journal of World Business, 8: 225–29.
Chapman, M.; Gajewska-De Mattos, H., and Antoniou, C. (2004) The ethnographic International Business Researcher: Misfit or Trailblazer?, in Marschan- Piekkari, Rebecca and Welsh, Catherine (eds.), Handbook of Qualitative Research Methods for International Business, Cheltenham: Edward-Elgar: 287- 305.
China Daily (2010) Sweden-China trade, investment to increase further, November 22. 
Clarke, R. (2012) How China steals our secrets, The New York Times, April 2. 
Dunning, J. H. (1980) Toward an Eclectic Theory of International Production: Some Empirical Tests, Journal of International Business Studies 11, 9–31
Dunning, J. H. (1998) Location and the Multinational Enterprise: A Neglected Factor?, Journal of International Business Studies, Vol. 29: 1: 45-66. 
Easterby-Smith, M.; Thorpe R. and Jackson P.,(2012) Management Research, Sage, London.
Eisenhardt, K. M. and Graebner, M. E. (2007). Theory building from cases: opportunities and challenges. Academy of Management Journal, 50 (1): 25-32.
Ellram, L. M.; Tate, W. L. and Petersen, K. J. (2013) Offshoring and reshoring: an update on the manufacturing location decision, Journal of Purchasing and Supply Management, Vol. 29: 2: 14-22.  
Fang, T.; Gunterberg, C. and Larsson, E. (2010) Sourcing in an increasingly expensive China: four Swedish cases. Journal of Business Ethics Vol. 97: 119-138. 
Fishman, Charles (2012) The insourcing boom, The Atlantic. 
Fratocchi, L.; Di Mauro, C.; Barbieri, P.; Nassimbeni, G. and Zanoni A. (2014) When manufacturing moves back: Concepts and questions, Journal of Purchasing and Supply Management, Volume 20, Issue 1: 54-59.
Gray, J. V., Skowronski, K., Esenduran, G. and Johnny Rungtusanatham, M. (2013), The Reshoring Phenomenon: What Supply Chain Academics Ought to know and Should Do. Journal of Supply Chain Management, 49: 27–33
Gylling, Michael; Heikkilä, Jussi; Jussila, Kari and Saarinen, Markku (2015) Marking decisions on offshore outsourcing and backshoring: A case study in the bicyle industry, International Journal of Production Economics, 162: 92-100. 
Hull, B. Z. (2005) Are supply (driven) chains forgotten? The international journal of logistics management. Vol 16: 2: 218-236. 
Kinkel, S. and Maloca, S. (2009) Drivers and antecedents of manufacturing offshoring and backshoring—A German perspective, Journal of Purchasing and Supply Management, Volume 20, Issue 1: 154–165. 
Kinkel, S. (2014) Future and impact of backshoring - some conclusions from 15 years of research on German practices, Journal of Purchasing and Supply Management, Volume 20, Issue 1: 63-65. 
Kotabe, M. and J. Y. Murray (2004) Global sourcing strategy and austainable competitive advantage. Industrial Marketing Management, 33(1): 7-14. 
Luo, Y. and Tung, R. (2007) International expansion of emerging market enterprises: A springboard perspective. Journal of International Business Studies, 38: 1–18.
Luo, Y. and Rui, H. (2009) An ambidexterity perspective toward multinationalnterprises from emerging economies. Academy of Management Perspective, 23(4): 49-70.
Martinez-Mora, C. and Merino, F. (2014) Offshoring in the Spanish footwear industry: A return journey?, Journal of Purchasing and Supply Management, Volume 20, Issue 1: 225-237. 
Nelson, J. (2013) Evaluating Supply Chain Risks with Single vs. Multiple Vendor Sourcing Strategies, Spend Matters, February 28. 
Piekkari, R.; Welch, C., and Paavilainen, E. (2009). The case study as disciplinary convention. Organizational Research Methods, 12 (3): 567-589.
Riley, M. and Vance, A. (2012) Inside the Chinese Boom in Corporate Espionage, Bloomberg Business Week, 14th March. 
Sinkovics, R.; Penz, E. and Ghauri, P. (2008). Enhancing the trustworthiness of qualitative research in International Business. Management International Review, 48 (6): 689.
Stake, R. E. (1995) The Art of Case Study Research. London: SAGE Publications.
Tate, W. L. (2014) Offshoring and reshoring: U.S. insights and research challenges, Journal of Purchasing and Supply Management, Volume 20, Issue 1: 66-68. 
Tate, W. L.; Ellram, Lisa M.; Schoenherr, T. and Petersen, K. J. (2014) Global competitive conditions driving the manufacturing location decision, Business Horizons, 57: 381-390. 
The Economist (2012), The Boomerang effect, 21 April. 
Welch, C., Piekkari, R., Plakoyiannaki, E. and Paavilainen-Mäntymäki, E. (2011) Theorising from case studies: Towards a pluralist future for international business research', Journal of International Business Studies - Special Issue: Qualitative Research in International Business, 42 (5): 740-62.
Williamson, O. E. (1975). Markets and Hierarchies: Analysis and Antitrust Implications. New York: The Free Press
Williamson, O. E. (1981). The Economics of Organization: The Transaction Cost Approach, American Journal of Sociology, Vol. 87: 3: 548-577. 
Yang, Z.; Wang X. and Su, C. (2006). A review of research methodologies in international business. International Business Review, 15: 601-617.  
Yin, R. K. (2003) Case study Research: Design and methods, 3rd edn, Thousand Oaks, USA, Sage.
Internet sources
Intelligent Logistik (2013); http://intelligentlogistik.se/archives/2010, retrived 2015-04-02
Intelligent Logistik (2015); http://intelligentlogistik.se/archives/5146, retrived 2015-04-25

Table 2: The multifaceted concept of reshoring 
	Concept
	Definition
	Study

	Reshore
	Is a “location decision only”, independent of who performs the manufacturing. 
	Grey, 2013: 28

	Offshoring
	“The locating of manufacturing facility outside of the company’s headquarters region” 
	Ellram, Tate and Petersen 2013: 2

	Nearshoring
	“Locating manufacturing plant within ones region” 
	Ellram, Tate and Petersen 2013: 2 

	Rightshoring
	“Focus on those areas that make sense”
	Tate, 2014: 67

	Backshoring
	"repatriation of activities or functions from another country to be carried out in-house by a company in its home country"
	Gylling et al., 2015: 92

	Best shoring
	“firms location choices are mostly driven by strategic choices that maximize their competitiveness without predefined scale considerations”
	Bailey and De Propis, 2014: 382. 

	Insourcing
	"Moving activities previously sourced from an external supplier back in-house"
	Gylling et al., 2015:93

	International divestment
	"A reduction in ownership percentage in an active foreign investment on either a voluntary or involuntary basis" 
	Boddewyn and Torneden, 1973: 26



