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Future of Supply Chain: Should Manufacturers Consider
Reshoring?

Roland Jones | May 25, 2021

The COVID-19 pandemic has shown how vulnerable manufacturers are to global supply chain
disruptions. What are the pros and cons of bringing production back to the U.S.? And should
manufacturers even be considering it?

As the coronavirus swept across the globe in early 2020, factories shut down due to a shortage of
critical parts and U.S. manufacturers scrambled to create essential products and maintain operations
where they could.

Companies with highly globalized supply chains were hit particularly hard. For example, a car
manufacturer’s production lines could sometimes be halted if just a few elementary components were
unavailable.

It's little wonder then that many companies are now considering how supply chains can be made less
vulnerable in the future to avoid shortages and delays.

A recent Gartner survey of more than 1,300 supply chain professionals found that 87 percent of
respondents plan to make investments in supply chain resiliency within the next two years.

“"Over the last 20 to 30 years, American manufacturers have built a hyper-
sophisticated, extremely interconnected—almost zero latency—real-time
global supply chain.”

Jason Maynard

Oracle

The survey, which was conducted from September 2020 through November 2020, also showed an even
greater number of supply chain professionals (89 percent) plan to invest in supply chain agility over the
same period.

The supply chain issues of the COVID-19 pandemic have certainly shone a spotlight on the importance
of resilience and flexibility. But what are the important considerations for a company looking at
reshoring manufacturing operations and should they even be considering it? What trade-offs must they


https://www.gartner.com/en/newsroom/2021-02-10-gartner-survey-finds-87-of-supply-chain-professionals-plan-to-invest-in-resilience-within-the-next-2-years

make when using a domestic supply chain instead of seeking a lower price from an overseas supplier?

A Complex Global Network

Bringing some or all of your production back from overseas to domestic—or at least North
American—Iocations to reduce dependence on global supply chains is not necessarily a straightforward
process. It's more complicated than simply pulling your product out of a factory overseas and making it
in a U.S. facility.

In a recent podcast on strategies for bringing manufacturing back to the U.S., Jason Maynard, Oracle
NetSuite senior vice president of global field operations, outlined the complexity of the situation and
said that there is no straightforward way to deal with the issue.

“Over the last 20 to 30 years, American manufacturers have built a hyper-sophisticated, extremely
interconnected—almost zero latency—real-time global supply chain,” he says.

“The amount of synchronicity we have across the globe is pretty amazing when you think about it,
except when you have a disruption. And then when something breaks, you realize the level of
interconnectedness is actually a weakness, not a strength,” he adds.

Obstacles such as the pandemic or geopolitical strife run counter to the globalization and
synchronization trend of the last few decades, but there are factors to consider, Maynard continues,
such as the fact that the cost of factory labor in China is rising, meaning the significant wage
arbitrage between the developing world and the U.S. that manufacturers have enjoyed to date is
beginning to wane.

Companies are also factoring the cost of transportation, national security concerns and geopolitical
issues into their reshoring calculations, he adds.

Benefits and Disadvantages of Reshoring

A company looking at reshoring should start by examining its business model, Maynard says. This is
not necessarily a tactical decision; it's more strategic. Companies should ask: What does our business
model look like? Where are we sourcing our components? How do we flow that through our financials?
For example, what will moving labor back to the U.S. do for a company’s pricing strategy? Will it
continue to be competitive if we take on more cost?

For companies wondering if a reshoring decision is right for them, the Reshoring Initiative
offers the Total Cost of Ownership (TCO) Estimator, a free online software that helps companies make
better sourcing decisions about sourcing offshore or domestically.

The appropriate location to manufacture a product should be based on where the total cost of the
product is lowest and not on where the wages or prices are lowest, notes Harry Moser, founder and
president of the Reshoring Initiative. The calculation factors in 30 different cost, risk and strategic
factors for each source, such as transportation costs or the risk of intellectual property loss.

A company will need to think about the suppliers to its suppliers, too. Is their proximity important? If
those suppliers are not nearby, will you be able to get your parts and components in time?

“l think we are just starting as a nation, or as a set of manufacturers in the U.S., to put our toe in the
water as to how we do this, and it's not as simple as just saying move my plant from A to B and ignore
all the downstream subcomponent suppliers,” Maynard says.
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https://www.reshorenow.org/tco-estimator/

Manufacturers may also consider reducing their dependence on just a few suppliers, as this can bring

about supply risks. Sourcing from multiple suppliers is worth considering so that those companies can
selectively acquire products from multiple sources in various regions of the world to be less dependent
on delivery delays.

Holding higher levels of inventory is another way to avoid risk, but while this approach can help you
maintain operations during a period of disruption, it also means tying up more of your working capital
in inventory costs.

Of course, not all products will be made in the U.S. Some raw materials and subcomponents will still
need to be made overseas, or the availability of specialized labor may not be available in the U.S.

Moving to the Future Faster

Automation will be key to success in domestic manufacturing, according to Gartner.
Advanced robotics and other automation technologies provide opportunities to overcome the problem
of supply chain vulnerability, Gartner says.

Fifty-six percent of survey respondents think that automation will enable them to make onshore
manufacturing economically viable.

“Ultimately, the right balance between investments in resilience and agility and cost-optimization
depends on each organization’s individual circumstances, including their financial strength, market
position, appetite for risk and external factors such as regulatory requirements or supply chain
constraints,” notes Geraint John, a research vice president with the Gartner Supply Chain practice.

The continued challenge of supply chain vulnerability may even produce technological innovations that
leapfrog existing manufacturing processes, such as using additive manufacturing for parts production,
or other innovations. While innovations may be costly today, the investments may pay off in the long
run.

Says Maynard, companies may ask why they are doing things a certain way and instead find ways to
“move to the future faster with new automated advanced technologies.”

What steps are you taking to reshore operations and promote U.S.-based manufacturing? Share your
thoughts in the comments below.
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