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What is Reshoring?
Why are Industries 

Reshoring?
How can Virginia 

Promote Reshoring?

An estimated 2.4 million 
jobs are coming back 

to the United States 
tied to reshoring and 

export efforts. 
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Presenter Notes
Presentation Notes

Introduce studio project:  Efforts of two professors and 14 students in Blacksburg and Alexandria.  Researched the reshoring trend and identified specific ways Virginia can take advantage of it.

Introduce research questions: In this presentation we will answer three questions: (1) What is reshoring? (2) Way are industries reshoring? and (3) How can Virginia promote reshoring?

Context: The motivation for this research is the potential economic gains to be had. It is estimated that reshoring will bring 2.4 million jobs back to the U.S.  And for reasons we will discuss later, many are not low wage manufacturing jobs, but high skill, high wage jobs.





Reshoring is the relocation or expansion of 
manufacturing and service industry 

functions within the US that are or have 
been susceptible to offshoring.

 A substantial portion will include foreign direct 
investment.
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Presenter Notes
Presentation Notes
Reshoring is “The relocation of expansion of manufacturing and service industry functions within the US that are or have been susceptible to offshoring”.
In a sense, reshoring is the opposite or rebalancing of offshoring trends.  Instead of companies setting up operations overseas, they set them up domestically, or even bring them back to the U.S. It is important to note that offshoring of certain operations like clothing manufacturing are expected to continue to seek the lowest possible labor costs. 
 As a result of changing dynamics in global economic conditions like increasing transport costs, wages, and improvements in technology, companies are choosing different countries abroad to do business. 
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Transportation

Machinery

Fabricated Metals

Food & Beverage

Chemicals

Electrical Equipment

Furniture

Business Services

Computer/Electronics

Plastics & Rubber

Source: Sirkin, H. L., M. Zinser, D. Hohner and J. Rose (2012). 
U.S. Manufacturing Nears the Tipping Point:  Which Industries, Why, and How Much? Chicago, IL, Boston Consulting Group.

Presenter Notes
Presentation Notes
We wanted to show you all the industries that we see that are at the “tipping point” between producing in the US versus abroad. We also wanted to show you how these industries fit in with Virginia’ current dominant industries and sectors that have already started to invest in the US. The Boston Consulting Group identified several industries in which changing dynamics favor shifting operations to the U.S. These sectors are listed in the column on the left. 5 of the tipping point industries are aligned with Virginia’s dominant industry base. 

Nationally, there has been increased investment in these sectors (listed in the column on the far right) as economic conditions continue to shift. An example of discussion is business services: ICF International recently called for the opening and announced the hiring 500+ customer service positions in Martinsville, VA. Perhaps the business services sector is not one of Virginia’s largest industries. However, ICF and CGI decided to relocate to the US, specifically to Virginia.   As we’ve seen five years ago, companies made the case for offshoring.  



Offshoring Benefits Reshoring Benefits

Low Wages High Quality High Value

Access to Market

Supply Chain Security

24/7 Service

Currency Diversification 
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Presenter Notes
Presentation Notes
But why are companies making the decision to reshore? Globally, companies seek the lowest overall costs of doing business. For production that requires a lot of low cost labor, offshoring may be cost effective. 
However as the previous slide shows, industries where the demand is for high skilled labor and production of high quality, logistically challenging or high value goods, firms are expanding, locating or relocating in the U.S. These changing global dynamics include: 
Changes in standards of living which have caused the rise in labor costs in countries abroad like China. Other countries like Vietnam and Bangladesh still have a competitive advantage for low labor costs. 
Some service sectors prefer or require a 24/7 service economy. 
Many concerns of products being sold on the black market as well as weak contract laws in some countries. US’s has strong intellectual property protection.
Quality control and reliable infrastructure
Depreciating dollar and other currency fluctuations.
Access to research, innovation and design from large pools of knowledge workers and research facilities.
Educated workforce especially highly skilled advanced manufacturing workers.
According to Harry Moser, leader of the Reshoring Initiative, costs that were difficult for producers to calculate included things like overhead and supply chain issues that occur when goods travel by ocean freight. The need for more flexible, timely, diverse and/or secure supply chains as well as proximity to market has made the case for reshoring.

As an example, Caterpillar moved offshore to Japan seeking low cost wages, but returned to the U.S. , specifically Athens, Georgia, when they needed something different. A driver in Caterpillar’s decision was Georgia Quick Start, the state’s program that customizes its workforce training process to a company’s needs. In April 2012, CEO Doug Oberhelman also said that the company was seeing strong global demand for most mining products and significant growth in replacement demand for products in the U.S.
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What Firms Want: What Virginia 
Offers:

Productivity

Quality Control

Innovation

Supply Chain

Workforce 
Development

Research 
Partnerships

Access to Markets 
Transportation

Regional 
Collaboration

Presenter Notes
Presentation Notes
Old Model: 
When we discuss the total cost of ownership, we should first look at the old model, where firms considered certain segments of their total cost, like labor. Under a model where firms only looked at a few factors such as wages and cheap energy or transportation costs, many industries saw costs/benefits favoring offshoring and chose that strategy.
New Model: 
However, under new model conditions, when firms factor in their Total Cost of Ownership, aspects such as a productive workforce, quality control, innovation, and supply chain risks make offshoring of certain business operations much less attractive. In the case of firms that offer High quality high value products and services, these factors make production in the U.S favorable.
Virginia’s Role: 
This brings us to Virginia’s role. Virginia should gear its strategies to make the state increasingly attractive to firms; to enable them to lower their Total Cost of Ownership. TCO is lowered when companies can operate in a region that provides for all of their business needs such as skilled and educated workers, research facilities, transportation IT and other logistical needs, and access to customers and suppliers. This means looking beyond financial incentives to understand the underlying push/pull dynamics and assets of particular sectors, regions, and companies.

Rolls-Royce opened a Virginia aircraft engine parts plant to take advantage of quality, productivity, research and dollarization (doing business in U.S. dollars to mitigate local currency risk).



Lower the total cost of ownership by 
creating regional assets important to firms 

in reshoring industries.

1. Training and Workforce Development
2. Research and Development
3. Access to Market and Transportation
4. Regional Collaboration
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Presenter Notes
Presentation Notes
So what can Virginia do to make places attractive and lower the Total Cost of Ownership for firms as they shop for locations? 
Total Cost of Ownership = Impact on company overall costs, therefore making it more affordable (quality or money) to relocate to Virginia. Can you lower it? 
We looked to industry examples through reviews of recent case studies, which helped us identify several assets that appear to be critical for success to the kinds of firms that are already reshoring.
Those assets include: 
(1) Skilled workforce, 
(2) Research centers, 
(3) Transportation, and 
(4) Regional collaboration and partnerships.




What’s Working?
 Virginia Jobs Investment 

Program
• Paper Plant at Franklin Mill

What’s Needed?
 Machinists

• Expand training programs 
near Rolls Royce

 Pharmaceuticals
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Presenter Notes
Presentation Notes
Labor is one basic input to any business process. As firms reshore operations, they are looking for places that have a ready supply of trained labor, and the education and training capacity to provide more labor as needed.
The Virginia Jobs Investment Program has provided several companies, including the International Paper plant at Franklin Mill, with funding to offset the costs of retraining workers. The Franklin site was chosen to reopen, even after its operations were offshored for three years, because of the availability of skilled workforce in the area, many of whom had worked at the plant previously.
Even with this program, the need for labor is still outpacing the supply in some sectors. Rolls Royce is concerned about finding enough machinists to expand future operations, as the local educational institutions cannot keep up. The Commonwealth Center for Advanced Manufacturing is assuming a larger workforce development coordination role in addition to curriculum development with Tobacco Commission funds, but VEDP should remain attuned to this issue and reach out to manufacturers in the Richmond area to monitor unsatisfied needs for machinists. It is critical that efforts of CCAM members, community colleges, and for-profit educational institutions like ITT and ECPI are coordinated to be sure enough investment occurs in this important industry. Also, work with Virginia high schools to promote vocational training programs to students nearing graduation must be expanded.  These efforts could improve the possibility for an advanced manufacturing and machining cluster in the Richmond-Petersburg area.



What’s Working?
 CCAM ; CCAPS; GENEDGE

• helped attract Rolls Royce
• numerous Industry partners
• numerous University 

partners

What’s Needed?
 Pharmaceuticals

• Petersburg
• Boeringer Inglheim
• Virginia Commonwealth 

University
Food Processing
Furniture




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Presenter Notes
Presentation Notes
Research and Development centers are important assets for companies looking to reshore.  The only way to stay ahead in high-value, high-quality industries is to continue to innovate.  Shared research facilities bring together the best minds and can create shared success.
An example of that are the relationships formed through CCAPS and CCAM, which bring together numerous industry and university partners.  That environment was important to attracting Rolls Royce. Despite the lack of a fully developed advanced manufacturing labor pool cluster – Rolls Royce relocated anyway in part to develop these research relationships. As a result, there is now the potential to develop an advanced manufacturing cluster if education and training programs are expanded.
Another existing asset in Virginia includes the GENEDGE ALLIANCE that assists smaller businesses like suppliers to enhance productivity, innovation, or other research or technology needs. These programs can be especially useful for attracting reshoring companies that may be drawn by the enhanced quality, training, and technologies of these suppliers in addition to expanding the businesses themselves.
Through our analysis of tipping point industries and existing employment numbers, we identified several additional research centers that could be important to future reshoring opportunities. For example, a pharmaceutical research center could be created somewhere in the state such as the Petersburg area in cooperation with Boeringer Inglheim and Virginia Commonwealth University.  Other centers that we identify in our paper include a possible food products research center as an expansion that includes other industry and agricultural partners and products to the chickpea research collaboration with Sabra, or even a furniture manufacturing and design research center around Danville.




WHAT’S WORKING

 Strong, diverse transportation 
infrastructure
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WHAT’S NEEDED

 Continued investment

Presenter Notes
Presentation Notes
Sabra Dipping Company chose eastern Chesterfield County as the location of its manufacturing headquarters because of Eastern Virginia’s geography relative to its East Coast market and critical transportation infrastructure.  Chesterfield County has pointed to its convenient access to several major interstates and U.S. highways as playing a key role. 
With the Port of Virginia, extremely well-placed road and rail networks, and major international airports as well, the Commonwealth must continue to adopt policies and make investments that utilize these assets to attract more reshoring. Virginia is home to a huge number of logistical firms such as trucking companies which are also critical supports for some industries. By combining these assets with other regional assets such as Virginia’s agricultural and industrial base, local infrastructure can easily help local businesses leverage better relationships with reshoring companies to become suppliers, partners and customers with significant cost advantages due to inexpensive, reliable transportation.
In regard to Phoenix packaging, government funds were also used to connect the Pulaski manufacturing facility with direct access to rail.
Trucking is the most common mode of transportation for goods.  I-81 carries 35% truck traffic – more than twice the capacity it was built for. Expansions and maintenance of I-81 are essential to maintaining and enhancing Virginia’s competitive edge for reshoring. We must consider carefully the potential impacts of congestion on I-81 (needed for increased economic development), and creative partnerships to maintain similarly stressed infrastructure (i.e., TransUrban – toll roads, private investment into transportation infrastructure. As has been noted in the news recently, CNBC reduced Virginia from first to third in their top states for business rankings as a result of “perpetually clogged highways.”



What’s Working?
Financing power of 

Industrial 
Development 
Authorities (IDA)
• ABB TRES Expansions

What’s Needed?
 Investment in Assets

• Workforce
• Marketing 
• Regional Roundtables
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Presenter Notes
Presentation Notes
Investments in education and training, research, and transportation infrastructure are incredibly expensive and so these investments must be made wisely and in appropriate areas towards specific goals as returns are investment are never guaranteed.
Working collaboratively, however, Virginia can help connect the dots for some targeted industries and regions. 
Strategies: 
The state can help connect the dots for industries by facilitating regional roundtables.  This would allow industry to collaborate and work with local government to lower the TCO by addressing:
Skilled workforce & labor attraction – what do employers need moving forward?
Regionally integrated technical assistance to firms (e.g., VT OED & GENEDGE ALLIANCE) to assist smaller suppliers to become aware of opportunities and capable of capturing them. 
Regional marketing, branding, research, outreach, etc…
Connection/partnership opportunities – like CCAM / Rolls Royce example
Promote revenue sharing in the context of reshoring planning to alleviate local competition, investment costs and risk in education and infrastructure, marketing and improve trust, information exchanges, learning curves, and the distribution of financial benefits as Danville and Pittsylvania County’s agreement demonstrates. 
Leverage financing power of the Industrial Development Authorities
Communities should seek to leverage the financing power of their Industrial Development Authorities (IDA) to provide the infrastructure that reshoring companies are seeking.  This may include specialized manufacturing equipment, either to improve hands on training of the local workforce or to assist with startup costs. Local government can help lower the TCO by developing critical assets through the funding authority of the IDA’s to provide supporting infrastructure:
Utilities like water, sewer, and broadband
Equipment 
Plant + Property
VEDP should educate IDA’s of the assets reshoring firms seek, to maximize effectiveness of funding packages.  They should also address the “tipping point” industries so various regions of the Commonwealth can work to develop labor, technology and infrastructure strengths by encouraging collaboration rather than competition between localities.  (Think of Rolls need for machinists – similar clusters needs would be well served by a collaborative approach)



Reshoring = jobs and investment in 
Virginia

Firms are reshoring for high quality, 
high value products and services, 
assets and a skilled workforce, not 
low wages.

Total cost of ownership
• Tailor  investments and planning to lower 

or improve TCO for specific industries. 

Next steps
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Presenter Notes
Presentation Notes
Where to Go Next
Localities need to transition from more simplistic approaches and recognize the importance of improving the total cost of ownership to make their community a more attractive place to do business.  Policies should focus on the assets that companies need to operate in a successful business environment rather than simply providing financial incentives.  These policies require communities make investments in transportation and other infrastructure like energy and technology; workforce education and training; research infrastructure, facilities, and recruitment; as well as collaboration, planning, and economic targeting resources, and VEDP can provide critical leadership and coordination for these efforts.
Firms considering reshoring operations are often seeking to reduce the total cost of ownership, which is facilitated through collaboration (and associated cost sharing) with regional partners. Collaboration includes a wide variety of strategies, from development incentives and financial assistance to securing necessary infrastructure and introducing training programs that create a trained workforce to support industry. Consider the case of ABB TREC, which demonstrates the importance of investing in workforce education for the expansion at their plant in Halifax County. Availability of specialized equipment like the Cray supercomputer at the CSS Institute in Danville shows the possibilities if supporting technology is available for businesses.
Reshoring will provide the greatest total cost advantage when industry partners create a collaborative environment. The Rolls Royce example of the CCAM collaborative research and development park is one example of how stakeholders can work together for improved cost efficiencies while also building potential cluster strengths.  Similar opportunities should be sought where clusters have been identified, connecting regional industry partners, such as furniture manufacturers in south and southwestern Virginia and manufacturers of advanced materials in the Richmond area towards the goal of innovative new product lines.  
 
Long Term Policy
 By making connections between a community’s assets and the tipping point industries, communities may focus on overall opportunities and assets to improve the total cost of ownership for specific industries seeking to take advantage of opportunities to lower costs.
Virginia is not competing with BRIC countries.  We are competing with other skilled, developed nations such as Germany and Japan. Many companies are seeking places where they can produce quality goods, and we provide a lower Total Cost of Ownership for high quality high value products and services. Our goal should be the highest quality at the lowest cost.
So, VEDP’s role is to market TCO for Virginia abroad and within the Commonwealth.
Suggestion for VEDP to consider: Scale will be critical for regional collaboration and potential/how leverage inputs and investments. "This is about cities and counties in VA working together to attract firms, not competing with one another. Making VA attractive to reshoring is a shared effort and so costs & rewards should be shared." 



“Reshoring to Virginia”
Virginia Tech Economic Development Studio

Fall 2012

Contributing Members:
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Trevor Flanery
Nathan George
Jillian Linnell
Renee LoSapio
Timothy Maher
Ashley Matthews
Rhianna McCarter

John Medeiros
Brad Rawls
Brantley Sanderson
Rich Saunders
Paul Stoddard
Rongrong Wei
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For more information, go to http://www.econdev.vt.edu/
John Provo jprovo@vt.edu

Maggie Cowell mmcowell@vt.edu
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