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Abstract. Recently, the interest in the phenomenon of backsourcing has in-
creased, which has been inspired by awareness of the real costs of global out-
sourcing and the importance of keeping manufacturing in-house or in geograph-
ical proximity. However, backsourcing research is still in its infancy. In particu-
lar, this strategy requires a successful knowledge re-integration process when
organizations employ backsourcing as their new sourcing strategy, which is ad-
dressed in this paper. To expand the understanding of backsourcing, a literature
review of this phenomenon is given, and based on findings from a case compa-
ny in the Norwegian shipbuilding industry, we present critical success factors
for knowledge re-integration when bringing manufacturing back in-house.
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1 Introduction

Few logistic trends have caught as much attention from academics and practitioners
as has outsourcing [1]. Today, there are indications that the complexity of outsourcing
strategies will increase over time [2, 3], making insight of sources of competitive
advantages and core competencies more important than ever. The growing amount of
literature within SCM and outsourcing, stress that a number of global relationships
and outsourcing contracts have failed to deliver on the promises they set out to
achieve [4, 5]. Such experiences have made businesses reconsider their strategies, and
instead started to recall value creation processes back in-house, which previously
have been outsourced to third-party companies. The early academic literature within
the field of backsourcing, claims that backsourcing can be motivated by changes in
the environment, redefinition of the characteristics of the outsourced activities or
dissatisfaction of the initial assessment that had led to outsourcing [2, 5, 6]. However,
backsourcing may introduce difficulties to organizations when they make the decision
to bring value creation processes back in-house that previously have been outsourced.
The client and the vendor organization might have developed contradictory or incom-
patible routines, codes and cultures, which may hamper the process of the reintegrated
activity [7]. The success of re-integrating an outsourced process will to a large extent
depend on how well the organization manages to capture and understand what types
of knowledge that needs to be re-integrated. The organization will have to take charge
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of their competences again, or develop new capabilities [8]. At the same time, organi-
zations also have to make sure that the appropriate type of knowledge fits in the new
structure. Consequently, backsourcing represents a significant challenge in terms of
re-transferring and re-integrating knowledge, value chain activities and skills. There-
fore, it is essential for the organization to (re)build a required structure and acquire or
maintain employees with the right type of knowledge base. However, there is a con-
spicuous absence of studies on backsourcing in the literature [2]. Specifically, we
need to understand the drivers of this strategy, and identify the challenges that come
with this global-local shift, and furthermore, the risk of losing vital knowledge, espe-
cially in relation to core competences. These issues are addressed in this paper

The rest of the paper is organized as follows: First, we present theory related to
sourcing strategies, concluding with the need to studies of backsorucing, where the
knowledge dimension is highlighted. We briefly address the methodology used in this
study, and present the case company and the findings. Finally, we present the discus-
sion, conclusions and contribution of this paper.

2 Literature review

2.1 From global sourcing to backsourcing

Global outsourcing, also referred to as offshoring, can be defined as the relocation of
some organizational activities such as information technology, finance, human re-
sources, back office etc. to a subsidiary or independent providers across national bor-
ders [9], which is different from an outsourcing strategy. In global outsourc-
ing/offshoring strategies, the relocation of activities can be organized both within and
outside the boundaries of the organization, encompassing both a captive model (off-
shoring to a new e.g. factory which is owned by the organization), and offshore out-
sourcing (offshoring to an independent third party) [7, 10]. Nowadays, global out-
sourcing of central supply chain activities as manufacturing is the norm. By adopting
this strategy, and specializing on limited activities, outsourcing companies have to
some degree been able to improve cost efficiency, and enhancing their core compe-
tence activities [11-13]. However, the actual benefits of outsourcing have been in-
creasingly challenged, which have led businesses to embrace alternative methods of
activity relocation. The different relocation processes which have emerged from the
evolution of existing global value chain strategies, are referred to by relatively new
terms such as; reshoring, backshoring, inshoring, nearshoring, re-insourcing and
backsourcing. This includes relocation of value creating activities to a neighboring
country or a recall of these activities back to their home country, as well as reincorpo-
rated into their focal firm where the latter is perceived as the latest phenomenon [2, 9,
14-16].

In this study, we make a distinction between the novel terms reshoring, backshor-
ing and backsourcing since they seem to converge in different studies. Reshoring, also
referred to as backshoring, is generally defined as moving manufacturing back to the
country of its mother organization while others describes it as a location decision
only, as opposed to decision regarding location and ownership [15]. Reshor-



ing/backshoring is concerned with where manufacturing activities are to be per-
formed, independent of who is performing the manufacturing activities in question.
The new phenomenon called backsourcing, on the other hand, denotes a recall of
activities back in-house that previously have been (globally) outsourced [7], with the
goal of rebuilding internal capabilities [2, 5], and distinguishes itself from reshor-
ing/backshoring by being depended of the ownership structures. The definition of [5]
implies that the decision to backsource is made after considerations whether to ex-
tend, renew, renegotiate an existing contract, re-tend with another vendor, or bring
back the operation in-house in order to rebuild own competences and capabilities
regarding the specific process, which is the definition we support in our study.

While the scale of this relocation activity, especially the backsourcing phenome-
non, still is modest, a large number of businesses aspire to have strategic IT and busi-
ness process activities performed locally [5, 7, 17]. Comparable drawbacks have been
debated in general, and it has frequently been claimed that outsourcing might have
gone too far.

2.2 Sourcing strategies and knowledge

Knowledge is as a complex phenomenon with several different dimensions, and is
regarded as the critical resource of organizations and economies [18]. According to
Polanyi [19] knowledge is a process which extends itself through a wide dimension
where at one extreme, knowledge is almost completely structured and explicit and
therefore also available for others than the active knowers originating it. At the other
end of the dimension however, knowledge is almost exclusively tacit, that is half-
conscious and unconscious knowledge embedded in human cognition and action.
Furthermore, the latter dimension of knowledge is characterized as being highly per-
sonal, abstract and difficult to communicate by verbal articulation, Moreover, the
main source of tacit knowledge creation is a result of experiences performed by the
individual(s). However, all organizations and supply chains contain a mixture of these
dimensions, and their relative importance may differ. What is important in an out-
sourcing context is how external institutions interact with the internal organizational
structures and activities to generate the right type of knowledge [18]. Local embedded
knowledge is the collective form of tacit knowledge, which is based on shared percep-
tions and understanding of a context specific situation, which according to [18] facili-
tates effective communication so it can be maintained. However, embeddedness is
often lost when crossing borders, as organizations encounter different cultural and
institutional settings [18].

Given that a lot of outsourcing occurs across national borders, organizations are
dealing with some sort of “knowledge exchange”. Backsourcing involves re-
integration of knowledge, which is complex and hard to concretize. Hence, the suc-
cess of this strategy will be depended on the ability to understand what types of
knowledge needed to be re-integrated. Consequently, the organization has to activate
or develop new capabilities [8]. Moreover, the re-integrated knowledge also has to fit
within the new structure, since it probably will not return to the same situation. Ac-
quiring or maintaining employees that possess the right type of knowledge base is



therefore of significant importance when re-transferring knowledge [2]. Strategizing
effective methods to transfer knowledge between people from different organizations,
within different supply chains, all of which are carrying different knowledge plat-
forms is not an easy task to manage [20]. With global value chains and global out-
sourcing strategies, this might even be more challenging since the tacit dimension of
knowledge is not only related to the human dimension, it is also geographically and
culture sensitive which makes it context specific [18].

2.3 Research problems

While there is a huge amount of literature dealing with global outsourcing, there is a
conspicuous absence of studies on backsourcing [2, 17]. Furthermore, previous stud-
ies are primarily focusing on cost considerations and secondly on location decisions
[21, 22], rather than with the challenges that comes with this global-local shift and the
risk of losing vital knowledge especially in relation to core competences. This study
aims at filling these gaps in the literature firstly by studying the backsourcing decision
process in order to understand the motivation behind this strategy. Secondly, we focus
on the process of re-integrating knowledge. Finally, we wish to shed some light on
other potential advantages experienced by pursuing a backsourcing strategy.

3 Methodology

The above research issues calls for a deeper analysis of the phenomena, making a case
study design appropriate. According to Yin [23], the case study design is especially
relevant the more the research question seeks to explain ‘how’ and ‘why’ some social
phenomena works, and is particularly important for explorative studies aiming at
developing theory [24]. Few studies have studied the phenomenon of backsourcing,
and an explorative case design is therefore chosen.

According to Yin [23], the rationale of selecting a single case study, is that it repre-
sents the critical, unique, representative, revelatory and/or a longitudinal case. The
case company in this study is one of the first members in its industry to implement
this sourcing strategy, and have received considerable attention associated with this.
Therefore, this case represents a unique opportunity to analyze the recent phenome-
non of backsourcing decisions and implementation in-depth. The main data collection
was performed through in-depth, semi-structured interviews of key personnel in the
company. In addition, a study of published documents regarding the outsourcing deci-
sion in the case company has been carried out.

4 The case company

The case company in this study is one of the largest Norwegian-owned shipbuilding
organizations and is part of the unique Norwegian maritime cluster, located at the
Northwest coast of Norway [25]. The cluster has demonstrated its ability to innovate



and grow, by continuously developing new business areas and expand its knowledge
base. It is claimed that the close interaction between the different companies, which
members whom are sharing knowledge is the main strength of the cluster, where the
tacit dimension of knowledge is a critical factor [25]. However, even if local embed-
ded knowledge is regarded as key to long-term cluster success and survival, we still
see a greater tendency towards a local-global shift. Already during the 1990’s, global
sourcing of vessel construction was attracting more attention, where considerations
such as cost efficiency had a strong focus, leading some cluster members to embark
on an outsourcing strategy where the constructions of hulls was moved to Eastern
European countries. Several companies pursued a strategy involving increased global
sourcing, which had a direct impact on traditional production principles with regard to
the actual construction of hulls. From being module based, to building the complete
hull before equipping the vessels. The upstream side of the cluster supply chains was
no longer limited to a local area, but rather to a global one. The implication of this
new strategy was that these organizations had outsourced what they once regarded as
parts of their core activities, such as the design and construction of complete vessels.
This later expanded to also include other activities of the ship constructing process,
like engineering. The decision to outsource these former core business activities were
mainly based on cost considerations, as a way for the organization to maintain a com-
petitive edge and concentrate on other core activities. Hence, the focus in the industry
shifted from production towards their building capabilities in developing new techno-
logical solutions and knowledge of more efficient maritime operations. The case
company in this study also embarked on an outsourcing strategy in the late 1990s, by
offshoring steel production and welding work to external parties in Poland.

5 Findings

5.1  The backsourcing decision

The backsourcing decision in the case company was not a result of a deliberate strate-
gic process, but rather a result of an incidental event. In 2004, the company was com-
peting for a contract on six small vessels, where the customer required delivery only
after 10 months, which was impossible to accommodate within the existing setup. . In
order to meet the customer’s requirements, it was decided to modularize and construct
the hull at their own slipway, which they reopened for this contract, as it had been
closed since the late 1990s. This event took place about the same time as the Eastern
European countries entered the EU, which opened up for free access and flow of la-
bour, something that resulted in lower labour costs then before which gave them an
advantage without using a third part company. Furthermore, as a result from this ex-
perience, being able to adapt to the constantly changed environment and to compete
with low-cost countries, the company chose to learn from other industries such as the
furniture- and automobile industry, where automation was the norm. By developing
their methodology and their equipment so that they could handle larger and heavier
modules than before, the company implemented a technology focused strategy and
invested heavily in automation and robotics at all levels in their business.



5.2  Re-integration of previous outsourced knowledge activities

Even if this case company's backsourcing journey started as a coincidence, they now
have a clear and deliberate strategy towards backsourcing even more capabilities

During the backsourcing process, the case company had re-evaluated their core
competence to also include steel construction as source of their most important com-
petitive advantages. In fact, the company's technology focus by using robotics in pro-
duction was a contributing factor for steel production to be considered as a part of the
core business again. Further, it also revealed that domestic labor costs became less
relevant through automation, since the company thereby managed to achieve reducing
their working hours. Additionally, to be able to change their sourcing strategy they
saw the need to keep their tacit knowledge within their own organization. The com-
pany stresses that the backsourcing operation would not have been achievable without
any in-house competence. Furthermore, the time aspect was also claimed to be cru-
cial. The longer time that has passed since the outsourcing decision, the higher the
probability to lose manufacturing knowledge is. Hence, the most important staff that
worked on building modules and had hull-expertise was still a part of the organiza-
tion.

Moreover, the modularization process was found to be a significant competitive
advantage for the company. Building the models separately, increased flexibility and
reduced capacity problems, which led to increased efficiency. The process also be-
came useful in relation to prevent suppliers to grow into competitors, since the com-
plex product design (modulation) was an effective way to protect important
knowledge.

However, they also saw the need to develop new capabilities since they had a de-
sire to backsource while they still had access to their employee’s knowledge. They re-
evaluated the importance of engineering and considered it as a part of their core value,
as a skill they needed to have control of. Further, in order to be able to backsource
without increasing the total costs in a long-term perspective and at the same time be
able to compete with low-cost countries, they need to continue to invest in automation
and therefore renew their knowledge platform. Consequently, in addition to their ex-
isting knowledge dimensions, they also were in need of a more technological compe-
tence/skill set. In order to satisfy this acknowledgment, the company has implemented
a deliberate HR-strategy in relation to these new requirements. By hiring people with
the right type of automation know-how and then strategically encourage knowledge
sharing within the organization through learning by doing or experience-based collec-
tive action between different disciplines within the different departments, the compa-
ny have achieved to motivate their workers to adopt the new technical changes
through better knowledge flow processes.

6 Discussion and conclusions

The main finding in this study is that the presence of in-house organizational
knowledge platform has been a vital criterion for backsourcing success in the case
company. When embarking a backsourcing strategy, it seems to be of significant im-



portance that specific know-how and tacit knowledge representing or being close to
an organization's core competence, is kept within the organizations own boundaries.
Aspects of a still existing knowledge base enabled a renewal of the knowledge plat-
form by combining robotics- and automation skills with steel- and welding compe-
tence within this company. Furthermore, the stakeholders interviewed also acknowl-
edged the need for shipbuilding knowledge as one of the main drivers to backsourc-
ing.

One important success factor in the backsourcing process has been the time aspect.
The less time the organization has had a particular activity outsourced, the easier it
was to backsource, since the chances for important knowledge to still exist seems to
be greater. Furthermore, the fact that the organization had remained relatively similar
as it was before the outsourcing decision, facilitated the re-integration of knowledge
through backsourcing. Even if the organization might have new structures and/or new
leadership, it usually takes a long time to change culture aspects of an organization,
which is of great importance when one is trying to manage and/or locate knowledge
transfer processes. Moreover, the case company was operating in a knowledge inten-
sive industry, where a strong dimension of tacit knowledge within the cluster have
been built up over generations and was embedded in the industrial context [25, 26],
which created an awareness of not letting traditional shipbuilding competence erode.
This may have been a contributing factor to keeping the knowledge within the organi-
zation. Through the backsourcing strategy supported by modularization and robotics,
the company achieved more flexibility and at the same time enhanced their ability to
retain production and embedded tacit knowledge in Norway, while still achieving
operational advantages.

Although the method limitation involving a single case study, we conclude that or-
ganizations should consider their manufacturing decisions from a wider perspective
than simply make or buy decisions, giving more weight to supply chain issues as well
as strategic factors concerning retaining and renewal of organizational knowledge
platforms. Future studies should examine the knowledge re-integration process in
more detail, and include several companies.
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