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Figure 9: Share of German manufacturing companies
with production facilities abroad, by company size,
2010-2012
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The companies with facilities abroad produced on average
39% of their output abroad (Figure 10). Interestingly, the
figure for small companies, 54%, is higher than average
and higher too than for large companies, suggesting that
those small companies that do manufacture in other
countries tend to concentrate much of their production
there. For medium-sized companies, by contrast, the
proportion was only around a third.

Figure 10: Share of output produced abroad by German
manufacturing companies with production facilities in
other countries, by company size, 2010-2012
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The largest share of production capacity of German
manufacturers located abroad was in the EU (over half,
or 21% of total capacity), mainly in the EU12 (Figure 11),
and much of this was owned by small companies. Asia

is the second most important location, accounting for
just over 20% of production capacity abroad (around 8%
of the total), much of it owned by large companies with
over 1,000 people employed. North and Central America
accounted for around 15% of capacity abroad and eastern
European countries outside the EU for around 5%. These
proportions in the geographical breakdown of offshoring
have remained much the same over time, with relatively
little variation.
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Figure 11: Distribution of production capacity of
German companies as a percentage of total capacity,
2010-2012
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Over the period 2010-2012, some 8% of German
manufacturers moved part of their production abroad
(Figure 12), the smallest proportion since the first survey
was carried out in the mid-1990s. The reduction in
offshoring activity between 2010 and 2012, however,
does not necessarily denote a decline in foreign direct
investment by German companies, since it could simply
be that, over this period, investment abroad was less
often undertaken than previously to replace domestic
production (Zanker et al, 2013).

At the same time, there was also a slight reduction in the
proportion of companies involved in reshoring activities
over this period, with only around 2% of them bringing
production back to Germany, though this represents an
increase relative to the companies involved in offshoring.

Figure 12: Share of German manufacturers that
offshored and reshored production, 2004-2012
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Just like the proportion involved in offshoring, the
proportion of companies reshoring production over the
period 2010-2012 varied significantly between sectors.
The largest proportion was in the electrical equipment
industry (7%), which also had one of the largest
proportions of companies involved in offshoring (which
again is consistent with the ERM data) (Figure 13). Some
4% of companies in both the rubber and plastics and

the chemicals industries brought production back from
abroad (around half the proportion involved in offshoring),
while 3% of motor vehicle manufacturers did so (less

than a quarter of those that offshored production). The
figures for companies in the electronics and the machinery
and equipment industries bringing production back to
Germany were even smaller relative to those involved in
offshoring (2% as against 17% and 12%, respectively),
while no textile manufacturer reported doing so, as
against 17% that relocated production abroad. In general,
therefore, reshoring in this period was on a relatively small
scale relative to offshoring in most of the medium- to high-
tech sectors, except perhaps for the electrical equipment
industry.

Figure 13: Share of German manufacturers that offshored
and reshored production, by sector, 2010-2012
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UK

Although the data available on reshoring for the UK are
less coherent than for Germany, a few surveys have been
carried out that give an indication, at least, of its extent
and how much it has changed recently. A survey carried
outin 2013 (by the Engineering Employers’ Federation,
EEF) of UK manufacturing companies that had offshored
some of their production abroad in earlier years found
that one in six of them has brought production back to
the UK in the previous three years. This compares with
one in seven found in a similar survey conducted five
years previously in 2008-2009 (Harris, 2014), indicating
an increase in reshoring more recently, albeit a relatively
small one.

Recent evidence of reshoring

A survey of companies conducted in 2012 found that for
two-thirds of companies, reshoring was not relevant for
them. Of the third for which it was relevant, over half were
either doing it or actively considering it. More specifically,
around 16% of the companies surveyed had reshored
some of their production and another 5% were actively
considering doing so (Birmingham Post, 2013). Around
half of the companies involved in reshoring had brought
production back from China or India, a third from other
Asian economies and just over 20% from other parts of
Europe.

Figures from another survey carried out in 2103 (by the
Manufacturing Advisory Service, MAS), which covered just
over 530 SMEs from across England, found that 11% of the
manufacturing companies among them were planning to
reshore part of their production. Though the number is
smaller than that found by the EEF survey, the MAS survey
was confined to companies with fewer than 250 people
employed. Moreover, the proportion was significantly
larger than those planning to offshore, which amounted to
just 4% (Harris, 2014).

Estimates of the additional employment created as

a result of reshoring are relatively small. For example,
at the beginning of 2014, the UK Department of Trade
and Industry identified some 1,500 manufacturing jobs
that had been reshored back to the UK since 2011 (UK
Department of Trade and Industry, 2014).

As the author of the EEF report cited above noted, the
survey does not show that manufacturers are moving
production back to the UK faster than it is being moved
away. The survey also found that the number of UK
companies with some production overseas and the
proportion of manufacturing that they do there were both
larger than in 2004.

Reasons for reshoring

Germany

The EMS carried out in Germany also gives an indication
of the reasons why some manufacturers have brought
production back from abroad. These are summarised
below along with a review of the factors identified in
the literature and with reference to specific cases of
companies involved in reshoring.

The responses to the 2012 survey suggest that the main
reasons for reshoring production in the period 2010-2012
were to achieve a higher degree of operational flexibility
and more control over the quality of manufacture (Zanker
et al, 2013) (Figure 14).
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Figure 14: Main reasons for reshoring reported by German manufacturers, 2010-2012
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Nearly 60% of the companies involved in reshoring and
responding to the survey reported that offshoring had
reduced the flexibility of their operation unduly and over
half (53%) stated that it resulted in quality shortcomings.
Both figures are around twice the proportion of companies
reporting other reasons. The latter included the under-
utilisation of production capacity either abroad orin
Germany (28%), increased transport costs (25%), perhaps
related to higher energy prices, and the difficulties of
coordinating operations (21%). The lack of skills and know-
how among the workforce, which feature prominently in
the literature on reshoring, were reported by only 11%-
13% of respondents, while a similar proportion reported
deficiencies in the infrastructure, and a small number (4%)
referred to limited access to R&D. While the increasing
wage bill in the host countries had been the decisive factor
for a third of respondents for bringing production back to
Germany in the 2007-2009 periods, it was the reason for
only 6% in 2010-2012. This might reflect the effect of the
crisis on wages in the Czech Republic, Hungary, Poland
and Slovakia, where a large part of the foreign production
capacity of German manufacturers is located.

UK

Evidence from the UK is very much in line with the German
findings. According to the MAS survey cited above, the top
three reasons for UK manufacturers bringing production
back home were cost factors (rising labour costs in the
countries concerned together with higher transport costs),
quality control problems (or difficulties achieving the
same product quality in low-labour-cost countries as in
the UK) and the long lead times inherent in producing far
away. An additional factor found by the other surveys was
a desire among companies to locate production closer to
consumer markets, not only to save on transport costs,
but also to be better able to monitor demand and to

react quickly to changes in this. Equally, importance was
attached to the resilience of supply chains to ensure that
orders could be met with a high degree of certainty within
a specified period of time, which is often a problem when
production takes place thousands of kilometres away.
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At the same time, a survey of manufacturers carried out

in 2011 found that there were obstacles to reshoring back
to the UK, such as the high cost of labour; difficulties
accessing finance to expand production facilities,
especially in the wake of the financial crisis; and a shortage
of skilled workers after decades of deindustrialisation,
especially in SMEs (Braithwaite, 2012). The MAS survey
also found that skills shortages were a significant factor,
with nearly 1in 10 respondents reporting this to be

a concern.

Italy

A recent study of 38 companies in Italy involved in
reshoring activities also tends to confirm the importance
of the factors motivating the decision to bring production
back from developing countries (Fratocchi et al, 2013). The
most frequent reason reported (in 42% of cases) was the
advantages to be gained by being able to put the ‘Made

in Italy’ label on products, followed by the low quality of
production in the countries concerned (mentioned in 24%
of cases). The third most often reported reason (in 21%

of cases) was the necessity of paying more attention to
customer needs, which was difficult to do when products
were manufactured far away. Other factors mentioned
were the social pressure to produce in Italy and provide
employment there (reported in 18% of cases); the higher
skill level of Italian workers than those in developing
countries (16%); the availability of unutilised production
capacity domestically as a result of the economic crisis
(13%); the reduction in the difference in labour costs
between producing at home and abroad (13%); and
increased transport costs (11%).

The various reasons for reshoring are explored in more
detail below through reference to the literature as well as
through specific examples of companies for which there
are reports in the media.



Operational flexibility

While offshoring can substantially reduce the labour costs of
production, it also almost inevitably increases the difficulty
of organising production, increases the time lags involved
between orders being placed or decisions being taken

to increase or reduce production in response to changes

in market demand, and increases the time lags between
production taking place and the output being delivered to

Recent evidence of reshoring

customers. In addition, keeping transport costs down might
require a minimum shipping size, which in turn might mean
minimum order sizes and lengthy lead times for production,
implying a loss of flexibility and responsiveness to market
developments as well as problems in tailoring products to
customer channel needs (Ferreira and Prokopets, 2009).
Reshoring, therefore, represents a means of alleviating
these problems and adjusting production more closely and
promptly to customer demand (see Box 8 for examples).

Box 8: Reshoring to increase flexibility and cut delivery times

Germany

Wolfgang Reichelt, the owner of a successful block transformers electronics company in Lower Saxony that had
relocated large parts of its production from Germany to China some years previously, brought production back to
Germany in the first part of 2012, providing employment for 700 workers. The reason was an increasing need to achieve
more flexibility in its operations and more responsiveness to customer demand. Producing in Germany instead of China
was also reported to facilitate subcontracting (Frankfurter Rundschau, 2012).

Berndes, a manufacturer of pots and pans, relocated production back from China to the company’s home base in
Arnsberg at the beginning of 2012 in order to increase flexibility and to enable the company to produce in shorter
production runs and to produce a smaller volume of output of a particular line. In addition, a pot or pan carrying the
‘Made in Germany’ label commands twice the price as one that says ‘Made in China’. The plan is to progressively bring
70%-80% of production back to Arnsberg (DW, 2012).

France

Unowhy, an SME with 30 employees manufacturing Qooq, a touch tablet for use in cooking, began by producing screens
in China when the product was launched in 2008, with the content (the recipes and videos) produced in France. While
the product was immediately successful, the ability to deliver quickly and monitor production carefully was complicated
because of the distance involved. Because of the difficulties (aircraft being full, the product being held back at the airport
and so on), the company decided in 2012 to find a new contractor to produce the screens in France rather than China. It
opted for Eolane, an electronics manufacturers based in Montceau-les-Mines, a former mining town in the Bourgogne
region of eastern France. In addition to cutting delivery times and giving better control over production, the relocation
also enabled improvements in the product to be made, according to the company (Chef d’entreprise.com, 2014).

La Mascotte, a manufacturer of sweaters, moved production from Roanne, in the Loire region of France, to Bulgaria

and Morocco in 1995 in response to price competition from China. In 2001, the company changed its policy to focus on
creativity and responding quickly to the latest fashion trends. This meant producing in small quantities to test the new
line in shops, which could only be accomplished by moving production back to France. Six years later, the move had
proved successful in the sense that the company was still in business, with 30 people employed directly and between 150
and 200 employed via French subcontractors (Journal du Net, 2008a).

Mobilis Development, a company producing computer accessories, moved production to China in 2004. Although the
company was satisfied that it had made the right decision initially, the disadvantages of the move soon became apparent.
Large amounts of working capital were needed in order to pay for the goods produced before they were sold and
sometimes even before they were received. It was also unable to respond to rush orders. According to the company’s co-
manager, delivery times tended to be random, so it was decided to bring back part of the production to the central region
of France. This enabled the company to make prototypes for customers quickly and to work with the latter in co-designing
products. The aim is to bring all of the production back to France in the near future, which is likely to mean expanding the
current workforce of 100 (Chef d’entreprise.com, 2014).

Mauboussin, a company selling jewellery, relocated the production of its bestselling ring (with 2,500 sold each year) from
India to a subcontractor in Lyon in France mainly to reduce delivery times from 45 days to 30 days. While the costs of
producing the ring have risen because of higher labour costs, the rise is relatively small since most of the cost consists of
the raw materials that the ring is made from (Journal du Net, 2014a).

Rossignol, a manufacturer of skis and other sports equipment, brought back production of skis from Taiwan to France

in 2011. The costs of production would not be significantly higher, as 80% of the costs go towards raw material rather
than labour, but delivery times, which were up to six months from placing an order, would be much shorter (at only two
months between order and delivery). It would also be closer to its main market since the factory producing them is at the
foot of Mont Blanc (Charbit, 2012).
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UK

RDM is a small engineering company, based in Coventry, producing components for the motor vehicles industry. It shifted
production to China in the mid-2000s because of the low wages and other low costs there, but brought it back to the UK

in 2013-2014. The main reason reported by the company was that the nature of the market had changed, with increasing
personalisation of products to customer needs and an ongoing demand for faster delivery times. According to the chairperson,
a supply chain that takes months to respond to orders is incompatible with the flexibility now required. In addition, the
company’s specialist engineers are increasingly working with UK-based customers on special projects relating to vehicle design
and technology. The company has, therefore, invested in new state-of-the-art machines and the latest CAD/CAM software in
order to minimise production costs, which at the same time gives it the capability of offering ‘world-class’ prototyping services
and producing to order in low volumes without a significant cost disadvantage. Some 25 new jobs were created by the initial
move back to the UK (expanding the workforce to 38), and the company is forecasting an increase in sales of more than fourfold
by 2018 with a diversification of sales to the aerospace, marine and other sectors (Coventry Telegraph, 2014).

Elite Electronic Systems, which makes equipment for Caterpillar, Chubb and Tyco among other large companies, decided

in the mid-2000s to source cables from China that it had previously made at its base in Enniskillen, Northern Ireland, in order
to reduce production costs. While the move worked well for a time, the onset of the recession in 2008-2009 highlighted

the pitfalls of long supply chains. The company had placed an order immediately before the downturn in the market that

it unsuccessfully tried to stop. It ended up holding 20 months of stock instead of the normal 1-2 months, which hit the
company’s cash flow just as the financial crisis made it difficult to get credit. In addition, the remoteness of production caused
problems making changes to products and prototyping, while lead times of 20 weeks or so made it difficult to respond to
customer demands. The decision was made, therefore, to invest in more efficient equipment at its Enniskillen base and to
bring production back to Northern Ireland, thus increasing its workforce to 185. According to one of the company’s directors,
the initial decision to source cables form China was motivated partly by pressure from customers pointing to the cost savings
they would be able to make by doing so. They carried out only a rudimentary analysis of the overall costs entailed, largely
neglecting the less tangible ones (Telegraph, 2014).

Eaton Hydraulics, a US multinational employing 102,000 people worldwide, decided in 2014 to reshore production of its
X20 piston pump from the US to its Havant site in the UK, thus creating up to 100 jobs over the next five years. The move will
enable delivery times to be reduced to four to six weeks, which is half the industry standard, for orders from Europe, the
Middle East and Africa as well as facilitating test programmes. The move was also motivated by the high standards of safety
and product quality in the Havant plant (The Manufacturer, 2014a).

Bathrooms.com, a company specialising in online sales, decided in 2012 to begin manufacturing 25% of its products in the
UK instead of China. The decision was motivated by a desire to reduce the time needed to bring products to the market.
According to the company, the whole process from the initial design to the manufacture of the product for sale took up to
six months in China, but using British manufacturers would reduce it to six weeks. This enabled the company to be a leader
in design rather than a follower. In addition, the company expected the move to increase the speed of delivery to customers
from 6-12 weeks in the case of products manufactured in China to 1-2 weeks for those made in the UK (Builders’ Merchants
News, 2013).

Symington, a food manufacturer, relocated noodle production from China to a new factory (costing around €3 million) in
Hunslet near Leeds in 2013. Noodles from the factory are used in around 100 different products (such as Golden Wonder), sold
mainly in the UK. According to the company, moving noodle production to the UK shortened the supply chain considerably.
Whereas it used to take 8-10 weeks to source noodles from China, delivery times were reduced to a week or two, thus
enabling the company to be more responsive to customer orders. The move was reported to have created around 50 new
jobs, including for skilled machine-tool operators whom the company trained specially in order to improve the production
process. The company expected to create another 75 jobs during 2014 (FoodManufacture.co.uk, 2014).

is tight and the pressure to contain costs is extreme. When
quality problems emerge, some companies might respond

Product quality

The evidence shows that in some cases the decisions on
where to locate, or relocate, production are made without
taking account of the possible effect on the quality of the
product if the location is a country where labour costs

are low, especially if it is far away from the company’s
home base, where it might be difficult to exercise control
over quality. The evidence also suggests that quality
shortcomings became more important as a reason for
reshoring production over the crisis period, perhaps, it
has been argued, because of greater reluctance among
companies to invest in quality management when finance
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by bringing production back from the country in question
rather than spending on setting up effective quality control
systems (Zanker et al, 2013).

A case study carried out in 2011 of 11 companies in
Germany that had recently reshored production confirms
the importance of quality control problems as a reason for
the decision (Leibl et al, 2011). Quality deficiencies were
reported by seven of the companies as a major factor of
producing in developing countries, especially China (see
Box 9 for company examples).



Recent evidence of reshoring

Box 9: Reshoring because of quality control problems

Germany

Steiff, a manufacturer of cuddly toys, decided to bring back all of the production of its Snuggle line of furry animals from
China to Germany in 2010. Originally, the manufacture of a toy baby polar bear (Knut in Berlin Zoo) was located in China
because the demand for the bear was higher than the company could handle in its Swabian factory. However, quality
problems soon emerged, with wholes batches of toys having, for example, the eyes sewn on crooked. This, together with long
delivery times, had the potential to damage the company’s reputation, and after a while, it became too much for the company
to tolerate (Wirtschafts Woche, 2010).

Varta Microbatterie, a company producing micro batteries and employing around 1,300 people worldwide, with 600
employed at its Ellwangen site, offshored part of its production as long ago as 1979. Button cell batteries were manufactured
in Singapore, which was close to the strongest-growing market as well as offering low wage costs. Market research showed
that customers rated quality and the performance of the button cells more than price to an increasing extent, so when the
company needed to increase its production capacity in 2005, it looked for a location where it could best ensure that quality
was high. Accordingly, it chose to expand in Germany rather than Singapore (Rueckverlagerung.de, 2006).

Wolf, a company based in Hallertau, Bavaria, was one of the first companies to bring the production of solar panels back to
Germany in 2007. A prime factor behind the move was to be able to put the ‘Made in Germany’ label on its products. Quality
deficiencies were also a significant problem when producing in the Czech Republic. In addition, the lower wage costs were
offset by the higher costs of logistics and the infrastructure needed. According to the company, it decided to produce only in
Germany, a decision that also represented a commitment to corporate social responsibility. It also expressed the view that
robotics and creativity would compensate for the higher wage bill involved and that the production of solar collectors was
increasingly reliant on the use of robots (n-TV.de, 2007).

France

Geneviéve Lethu, a manufacturer of tableware, brought back much of its production of knives, towels and tablecloths from
Asia to France in 2009, reducing the amount produced abroad from 40% to 10%. While big increases in the price of energy, raw
materials and transport were factors, the main reason was to obtain more control over product quality and to be able to put
the ‘Made in France’ label on products, especially for the US and Australian markets. Although producing in France is between
15% and 50% more expensive than doing so in China, depending on the product, quality problems sometimes meant that
half of a container was unusable. Reshoring nevertheless, gave rise to specific problems of its own in that it took some time
for the company to find competent subcontractors in France to manufacture the products because of the decline in the
industry (Charbit, 2012).

Del Ing, a company set up in 2010 to produce LED bulbs, started off by manufacturing its products in China. In January 2014,
the company relocated 70% of its production to Lannion in France because transport costs and customs duties had increased,
and more importantly, because the quality of the products had become problematic. Although labour costs were higher in
France, the company was able to remain competitive as a result of better quality, more flexibility and proximity to the market
(France 3 Bretagne, 2014; 20 Minutes, 2014).

Sart Von Rhor, a manufacturer of valves and tapes for large industrial plants, based in Alsace, relatively recently relocated
part of its production to Asia in order to reduce costs. It quickly reversed the decision, mainly for reasons of quality control,
which led to significant wastage and the need to recycle materials, as well as potential damage to the company’s reputation.
Adding transport costs and delivery delays that sometimes meant transporting products by aircraft, the company calculated
that it was more economic to produce domestically. The company planned to double the size of its plant in 2014 and may
begin to export (Journal du Net, 2014b).

UK

Laxtons Ltd is a manufacturer of wool worsted yarns for the clothing, upholstery and carpet industries. Established in 1907,
atits peak it operated one of the biggest spinning mills in Europe, employing nearly 600 people. It closed its UK operations in
2001 and moved to lower-cost sites in Spain and Italy. In 2010, the company returned to the UK to set up a new wool worsted
manufacturing facility in Guiseley, near Leeds, the first new factory of its kind in the UK for 25 years and one featuring the
latest specialist yarn-spinning technology, with a workforce of 12. The move was motivated by a decision to concentrate on
the middle and upper ends of the market, on design and on high-quality products. According to the company, it is impossible
to compete in the mass market for textiles, with producers constantly seeking the lowest-cost locations and moving from
eastern Europe and China, where labour and shipping costs have risen substantially and quality is still very unpredictable, to
India and other Asian countries, such as Cambodia, as well as Turkey. In its view, therefore, UK manufacturing has to be based
on niche markets, flexible production runs, high quality and innovation. By producing locally, the time from designing a new
product to bulk production could be reduced to a matter of weeks rather than up to 12 months, which was previously the
case. In addition, as the only worsted spinner in the UK licensed to use the Woolmark logo, Laxtons enjoys a major advantage
in domestic and overseas markets since it lends a guarantee of quality to its product beyond the company’s own reputation
(Leeds Manufacturing Forum, 2013).
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Mediplus, a family-run business based in High Wycombe, Buckinghamshire, which produces medical devices and
equipment, decided at the beginning of 2014 to bring its manufacturing operations back from North Africa and France to
the UK. The company expected that move that would lead to the creation of 25 new jobs, almost doubling its workforce
of 30. According to the company’s managing director, the move was in large part a response to the increasing regulation
of the products it manufactures, which necessitate close control over the processes carried out by subcontractors.
Producing in-house would enable the company to exercise more quality control over its output (The Manufacturer,
2014b).

strategy (Goel et al, 2008; Leibl et al, 2011), especially
Tra nSpO rt costs companies producing bulky products with low unit value.
In recent years, rising fuel prices, increasing congestion
and bottlenecks in logistics have pushed up transport
costs substantially and reduced the potential savings
from offshoring. The freight costs of transporting goods
by sea have climbed rapidly as the growth in demand has
outpaced the expansion of capacity, increasing by 135%
between 2005 and 2008 (Ferreira and Prokopets, 2009).
This has caused companies to rethink their supply chain

Asurvey in 2013, by the French Ministry for Industrial
Renewal, of 30 companies in France that had brought
production back from abroad confirms the importance of
increased transport costs as a factor behind the decision:
two-thirds of the companies surveyed referred to this as
a major reason (Ministére du Redressement Productif,
2013) (see Box 10 for specific examples).

Box 10: Reshoring because of high transport costs

France

Majencia, a company producing office furniture, relocated production to China in the early 2000s. A big increase in
transport costs because of higher oil prices, which halved the overall cost saving of producing in China from 20% to 10%,
had recently persuaded it to bring production back to Noyon in Picardy - initially part and then all of it. In addition,

the drop in sales during the economic crisis meant that its sales were not enough to keep its workforce employed
domestically, so it was a choice of paying either for transport or wages. Producing in France has enabled the company

to become more responsive and flexible to customer demands, as well as being able to put the ‘Made in France’ label on
products (Journal du Net, 2014c).

Loiselet, a company producing metal goods, offshored its foundry from France to Tianjin, south of Peking, in 2001

in order to reduce production costs. Although this was achieved, by 2012 the costs of transport had risen to such an
extent (to €1 million a year) that, combined with defects in the products, it offset any savings. It was therefore decided

to relocate the foundry to Dreux in the central region of France. Around €15 million was invested in new machinery to
automate production, which enabled the wage bill to be reduced substantially, as 600 workers in China were replaced by
just 84 employees in France (France Info, 2013).

Aquaproduction, a manufacturer of showers, offshored the production of shower walls to Romania in 2003 in a factory
employing 40 people, to take advantage of low labour costs for a labour -intensive activity. However, after two years,
when the production line needed renewing, the decision was taken to bring production back to France, to Chéméré,

a small town in Pays de la Loire, and to invest in more automation in the plant to compensate for the lower wage costs in
Romania. The fact that there were also big savings in transport costs, which were high because of the bulky nature of the
product, meant that overall costs of production were no higher than in Romania (Journal du Net, 2008b).

Samas, a manufacturer of office furniture, needed to restructure its operations several years ago in order to continue
operating. The choice was either to expand production in China, where part of its production was already located, and
close down the plants in France, or to bring all of the production back to France. It chose the second option, firstly,
because half of the cost gain from producing in China, which amounted to around 20%, was absorbed by transport costs,
and the additional 10% could be compensated for by better organisation of work. Secondly, the time between orders
and deliveries could be reduced to four or five days, compared to eight weeks in China (Journal du Net, 2008c).
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Production capacity

Reshoring has been motivated in several cases by the
following:

a desire to increase production relative to capacity in
domestic plants or factories during times of economic
downturn to avoid making workers redundant and to
save on fixed costs;

problems of expanding capacity in low-labour-cost
countries because, for example, of a lack of know-how.

In practice, when production capacity worldwide exceeds
demand and there is a need for rationalisation, which is
most economically achieved by concentration in a single
plant, companies rarely, if ever, choose to do this in the plant
abroad rather than the one at home (see Box 11 for specific

Recent evidence of reshoring

countries - the primary reason for offshoring production -
is narrowing progressively if specific allowance is made
for differences in labour productivity (see, for example,
Ritter and Sternfels, 2004; Leibl et al, 2009; Powell, 2011).
In a Boston Consulting Group White Paper published

a few years ago, Sirkin et al (2012) predicted that by
2015, adjusted labour costs in the more industrialised
areas of China, such as the Yangtze River Delta, would

be around 69% of US costs, as against 31% in 2010. The
continuing spread of automation is likely to reduce the
cost differential further.

While rising labour costs in China and similar countries
clearly affect decisions of where to locate the production of
labour-intensive commodities, it does not necessarily follow
that this will lead to reshoring. Instead, the typical response,
as indicated above by the review of ERM cases, is to move

examples). production to even lower-cost locations, to countries
that are at an even earlier stage of development, such as
Bangladesh, Cambodia, Indonesia or Vietnam.

Labour costs There are, nevertheless, some examples of companies,

described in Box 12, for which the decision to bring
production back to the home country is reported to be
based on the erosion of labour cost differences.

Itis widely recognised that the difference in labour
costs between Europe and China and other developing

Box 11: Reshoring because of production capacity problems

Germany

Stihl, a Swabian family business making chainsaws, decided to bring back a large part of production to its headquarters
near Stuttgart from Brazil in 2010. A major reason was to be able to increase the output of the domestic plant and so
preserve jobs. However, there were other reasons, too. In particular, the Brazilian currency had appreciated in value,
thus increasing costs in terms of US dollars or euro of both labour and transport (Wirtschafts Woche, 2010).

France

Haworth, a manufacturer of office furniture, had so much success with its Epure line that production could not keep
up with the orders. The expansion of production that was required, however, was difficult to achieve in its Chinese
plant because of a lack of know-how and because of difficulties operating the equipment needed. Accordingly, the
manufacture of the foundry pieces that went into the desks, which up to then were made in China, was subcontracted
instead to a company in Loire-Atlantique. This company was used to producing for the motor vehicle industry and had
the sophisticated machine tools needed to meet the company’s requirements. While it was more expensive to produce
in France in terms of labour costs, this was compensated for by the use of a more productive technology. A second
advantage was the proximity to the company’s own site, which meant a significant saving in transport costs (Journal du
Net, 2008d).

Renault Trucks, with headquarters in Lyon, terminated its contract with the Turkish manufacturer Karsan in 2013 in
order to be able to increase the capacity utilisation of the company’s two plants in the Rhone-Alpes region of France,
where the workers were facing a lengthy period of partial employment. The decision was also linked to new European
anti-pollution standards (Rue89Lyon, 2013).

Eminence, the leading producer of men’s underwear in France, reduced purchases from subcontractors in Tunisia,
Morocco, Egypt and Asia in 2012 in order to maintain employment at its French factories and to avoid part-time
working in the face of a large reduction in orders. The decision enabled the company to run its two factories in France,
together employing 250 workers, at full capacity. Although it meant some reduction in profits, the company said this
was preferable to losing qualified workers, who would be difficult to replace in the future, if they were needed, because
of a lack of young people being trained as a result of the virtual disappearance of textile manufacturing in France (Les
Echos, 2013).
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Box 12: Reshoring due to falling cost advantages

Germany

Simba-Dickie, a family-owned company making toys, shifted production to China in 1984, one of the first companies to do
so.In 2011, it decided to bring production back to Germany essentially because cost differences were gradually shrinking
due to rising wages in China and because of increases in transport costs. Producing in China instead of Germany was
considered to be less and less justified in terms of costs (Bild, 2011).

Fackelmann, a manufacturer of household goods, terminated production in China in 2011, with a loss of at least 1,000 jobs
(a third of the company’s global workforce), and expanded production in Germany to partly compensate. The decision is
reported to have been mainly motivated by increasing labour costs. According to the owner, ‘the times are over when China
can be regarded as a cheap work bench’ (Nordbayern, 2012).

UK

Hornby, a leading manufacturer of model toys, decided to relocate 60% of the production of its Humbrol enamel paints
from China, where they had been produced for 10 years, back to the UK in 2012. The decision was made after comparing the
prices offered by companies in the UK with those in China and India and was prompted by the rising costs of labour in China,
which, according to the company, had trebled in the previous seven years and was set to double again in the coming decade.
After taking account of the higher costs of transport, it was considered that the cost advantage of sourcing supply from China
was negligible. In addition, a location much closer to its UK head office in Kent offered far shorter delivery times and more
control over quality (Telegraph, 2012a).

Caldeira, a textile manufacturer making cushions that is based in Merseyside, opened a factory in the Zhejiang province in
Chinain 2004 and moved half of its production there to keep costs down at a time when wages were only a tenth of those
in the UK and the exchange rate was favourable. In 2012, it decided to bring the production back to Merseyside because
the difference in costs of producing in China as opposed to the UK had become insignificant. Over the eight years since
2004, the wages of the workers employed by the company in China had risen by 400%, while shipping costs and duties

had also risen, and the Chinese yuan exchange rate had appreciated substantially. While wages in the UK were still higher
than in China, even though the company paid only slightly above the minimum wage, this was compensated for by higher
productivity levels. Labour costs could have been reduced by moving to a country with even lower wages, such as Vietnam
or Bangladesh, but since the raw materials come from China, this would have entailed increased transport costs as well as
the added complications of producing in a less developed country. The company, however, has faced difficulty in Merseyside
in recruiting skilled machinists who are willing to work for the low wages offered, although this was also a problem in the
industrial regions of China because of the increasing competition among companies for staff. Many of the workers taken on
are in their fifties and sixties, who trained as apprentices in the 1970s and 1980s; the necessary skills have not been widely

taught since then (CNN, 2012; Telegraph, 2012b).

R&D and innovation

Since manufacturing tends to be central to innovation and
economic competitiveness, there is - and, indeed, should
be - a great deal of concern when production is offshored
and, even more so, when it involves an R&D capacity, which
is central to innovation. The link between production and
R&D or innovation, however, is complex and differs between
industries. While in some industries R&D and production

do not necessarily need to be carried out in the same place,
in other industries, or segments of industries, R&D is most
effective when undertaken in close proximity to production;
indeed, in some cases the two need to take place together.
The extent to which this is the case also depends on the
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type of R&D or the phase of production it relates to. For
process development, for example, proximity to production
is typically very important. Equally, the incorporation of new
designs into production typically requires close collaboration
at plant level with machine tool suppliers. The more
advanced and intricate the product, the more such direct
involvement is important, whereas in industries in which
production processes are relatively simple and R&D intensity
is low, production and R&D can more easily be separated.

There are a number of examples of companies in France
that reshored production in order to improve the conditions
for R&D and innovation to take place in, although this was
usually not the only reason (see Box 13).
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Table Al: NACE Rev. 2 sector divisions, with short and full titles

NACE Short title Full title
division

1 Agriculture Crop and animal production, hunting and related service activities

2 Forestry Forestry and logging

3 Fishing Fishing and aquaculture

5 Mining of coal Mining of coal and lignite

6 Oil and gas extraction Extraction of crude petroleum and natural gas

7 Mining of iron Mining of metal ores

8 Other mining Other mining and quarrying

9 Mining support Mining support service activities

10 Manufacture: food Manufacture of food products

11 Manufacture: beverages Manufacture of beverages

12 Manufacture: tobacco Manufacture of tobacco products

13 Manufacture: textiles Manufacture of textiles

14 Manufacture: clothing Manufacture of wearing apparel

15 Manufacture: leather Manufacture of leather and related products

16 Manufacture: wood products Manufacture of wood and of products of wood and cork, except
furniture; manufacture of articles of straw and plaiting materials

17 Manufacture: paper products Manufacture of paper and paper products

18 Manufacture: printing and recorded media Printing and reproduction of recorded media

19 Manufacture: coke and petrol products Manufacture of coke and refined petroleum products

20 Manufacture: chemicals Manufacture of chemicals and chemical products

21 Manufacture: pharmaceuticals Manufacture of basic pharmaceutical products and pharmaceutical
preparations

22 Manufacture: rubber/plastic Manufacture of rubber and plastic products

23 Manufacture: other non-metallic mineral Manufacture of other non-metallic mineral products

products

24 Manufacture: basic metals Manufacture of basic metals

25 Manufacture: fabricated metal products Manufacture of fabricated metal products, except machinery and
equipment

26 Manufacture: computer, electronic and optical Manufacture of computer, electronic and optical products

27 Manufacture: electrical Manufacture of electrical equipment

28 Manufacture: machinery and equipment Manufacture of machinery and equipment n.e.c.

29 Manufacture: motor vehicles Manufacture of motor vehicles, trailers and semi-trailers

30 Manufacture: other transport equipment Manufacture of other transport equipment

31 Manufacture: furniture Manufacture of furniture

32 Manufacture: other Other manufacturing

33 Repair or installation of machinery Repair and installation of machinery and equipment

35 Electricity, gas, etc. supply Electricity, gas, steam and air conditioning supply

36 Water collection, treatment and supply Water collection, treatment and supply

37 Sewerage Sewerage

38 Waste collection and treatment Waste collection, treatment and disposal activities; materials recovery

39 Other waste management services Remediation activities and other waste management services

41 Construction Construction of buildings

42 Civil engineering Civil engineering

43 Specialised construction activities Specialised construction activities

45 Wholesale/retail of motor vehicles, etc. Wholesale and retail trade and repair of motor vehicles and motorcycles

46 Wholesale, except motor vehicles Wholesale trade, except of motor vehicles and motorcycles

47 Retail, except motor vehicles Retail trade, except of motor vehicles and motorcycles

49 Land transport Land transport and transport via pipelines
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NACE Short title Full title
division

50 Water transport Water transport

51 Air transport Air transport

52 Warehousing and transport support activities Warehousing and support activities for transportation

53 Postal and courier activities Postal and courier activities

55 Accommodation Accommodation

56 Food and beverage services Food and beverage service activities

58 Publishing Publishing activities

59 TV, film and music production Motion picture, video and television programme production, sound
recording and music publishing activities

60 Broadcasting Programming and broadcasting activities

61 Telecoms Telecommunications

62 Computer programming, consultancy, etc. Computer programming, consultancy and related activities

63 Information services Information service activities

64 Financial services, except insurance and pensions | Financial service activities, except insurance and pension funding

65 Insurance and pensions Insurance, reinsurance and pension funding, except compulsory social
security

66 Auxiliary financial services Activities auxiliary to financial services and insurance activities

68 Real estate activities Real estate activities

69 Legal and accounting activities Legal and accounting activities

70 Head office, management consultancy activities | Activities of head offices; management consultancy activities

71 Architectural and engineering activities Architectural and engineering activities; technical testing and analysis

72 Scientific R&D Scientific research and development

73 Advertising and market research Advertising and market research

74 Other professional and scientific activities Other professional, scientific and technical activities

75 Veterinary activities Veterinary activities

7 Rental and leasing activities Rental and leasing activities

78 Employment activities Employment activities

79 Travel agencies, etc. Travel agency, tour operator and other reservation service and related
activities

80 Security and investigation activities Security and investigation activities

81 Building services and landscaping Services to buildings and landscape activities

82 Office and business support activities Office administrative, office support and other business support
activities

84 Public administration, defence and social Public administration and defence; compulsory social security

security

85 Education Education

86 Health Human health activities

87 Residential care Residential care activities

88 Social work Social work activities without accommodation

90 Creative, arts and entertainment Creative, arts and entertainment activities

91 Libraries, museums, etc. Libraries, archives, museums and other cultural activities

92 Gambling Gambling and betting activities

93 Sports and recreation Sports activities and amusement and recreation activities

94 Membership organisations Activities of membership organisations

95 Repair of computers and appliances Repair of computers and personal and household goods

96 Other personal services Other personal service activities

97 Domestic services Activities of households as employers of domestic personnel

98 Private household activities Undifferentiated goods- and services-producing activities of private
households for own use

99 Extraterritorial organisations Activities of extraterritorial organisations and bodies
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Annex 2: Employment levels by sector

Table A2: Employment (in thousands) by sector division, EU28, 2008-2016

NACE Rev. 2.0 Employment (000s)
Letter Sector Divisions 2008 2016 Change % change
code (total=88)
A Agriculture, forestry and fishing 1-3 11,308 9,298 -2010 . | -18
B Mining and quarrying 5-9 886 808 -78 | -9
C Manufacturing, of which: 10-33 37,990 34,218 -3773 | -10
CA Food, beverages and tobacco products 10-12 5,092 5,024 -68 | -1
CB Textiles, clothing and leather products 13-15 3,329 2,305 -1024 .| -31
cc Wood, paper and printing 16-18 3,323 2,469 -855 . | -26
CD Coke and petroleum products. 19 246 179 -67 - -27
CE Chemicals 20 1,470 1,330 -140 | -9
CF Pharmaceuticals 21 799 829 30 I 4
CG Rubber and plastics products 22-23 3,356 2,939 -418 | -12
CH Basic metals and metal products 24-25 5,706 4,798 -908 -16
Cl Computers, electronic and optical products 26 1,712 1,501 -211 | -12
cJ Electrical equipment 27 1,601 1,405 -196 i -12
CK Machinery and equipment 28 3,334 3,417 83 I 2
CL Motor vehicles and transport equipment 29-30 4,217 4,367 150 I 4
CM Furniture and other products and repair 31-33 3,805 3,655 -150 1 -4
D Electricity, gas, steam and air conditioning supply 35 1,496 1,550 53 I 4
E Water supply, sewerage, waste, etc. 36-39 1,584 1,629 45 I 3
F Construction 41-43 18,491 14,577 -3914 - -21
G Wholesale and retail 45-47 31,408 31,053 -355 | -1
H Transportation and storage 49-53 11,489 11,638 149 [ 1
| Accommodation and food service activities 55-56 9,189 10,272 1083 [ 12
JA Publishing and broadcasting 58-60 1,999 2,006 8 0
JB Telecommunications 61 1,451 1,102 -349 . | -24
JC IT and information services 62-63 2,737 3,584 847 E 31
Financial and insurance activities 64-66 6,579 6,555 -24 0
L Real estate activities 68 1,687 1,853 166 [ 10
MA Legal, accounting, architecture, engineering, etc 69-71 7,470 8,695 1225 [ 16
MB Scientific research and development 72 832 938 106 [ 13
MC Other professional, scientific and technical 73-75 2,146 2,734 587 - 27
activities
N Administrative and support service activities 77-82 7,953 9,315 1362 [ & 17
0 Public administration and defence 84 15,550 15,196 -354 | -2
P Education 85 15,603 17,156 1552 [ 3 10
QA Human health services 86 12,538 13,817 1279 [ 10
QB Residential care and social work 87-88 8,374 10,322 1948 [ 23
R Arts and entertainment 90-93 3,374 3,790 416 [ 3 12
S/U Other service activities and extraterritorial 94-96,99 5,567 5,585 18 0
organisations
T Activities of households 97-98 2,505 2,304 -201 | -8
Non-response 664 1,394 730

Source: EU-LFS
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The 2016 annual report from the European
Restructuring Monitor (ERM) provides
evidence of the employment impact of
recent restructuring activity in Europe based
on the European Union Labour Force Survey
(EU-LFS) and the ERM events database. The
thematic part of this year’s report centres on
trends in both the offshoring and reshoring
activity of companies in Europe, with a focus
on the manufacturing sector. ERM data
indicates that offshoring has never been

a large source of job loss in Europe, and

the analysis finds that offshoring started

to decline after the global financial crisis
and has yet to recover. It also finds that
offshoring has increased in eastern Europe
while it has declined in western Europe.
Evidence of reshoring is limited; what
evidence exists suggests that it is a relatively
minor phenomenon.
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