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Sourcing Gears and Gear-Related Products?

CheckYourTCO

Total Cost of Ownership Shows that Reshoring Can Be Good

for the Gear Industry

Harry Moser

Reshoring offers an opportunity for
increased domestic gear production.
Reshoring is growing at a steady pace
in most industries, and is particularly
strong in the gear intensive industries
such as automotive, aerospace and con-
struction equipment (Table 1). This arti-
cle provides background on the overall
trend and tools for the gear buyer and
the gear producer to make the offshore
vs. domestic decision. The same logic
and tools apply to all countries. Many
companies are adopting a localization
strategy, producing locally most of what
is consumed in each country or region.
So, for international readers, the recent
U.S. experience is a model that can be
adopted locally.

The Reshoring Initiative presented to
the AGMA and ABMA Annual Meeting
on May 1, 2015, and administered a poll
asking attendees: “In the past 3 years
have you or your customers relocated
jobs back to North America?” Fifty-four
percent of attendees replied “Yes” We
have not seen such a high response in
any other of the hundreds of industry
groups we have addressed. The posi-
tive response is highly relevant to the
Initiative’s primary goal: to eliminate the
U.S. manufactured goods trade deficit of
$500 to $600 billion/year.

AGMA provided a spreadsheet pre-
pared by IHS Economics from data sup-
plied by AGMA, the U.S. Census Bureau
and U.S. government foreign trade data.
We concluded that in 2014 domestic
gear production, excluding automotive
gears, equaled about 70% of the domes-
tic consumption of gears. Balancing the
U.S. trade deficit in gears would increase
domestic gear production by approxi-
mately 50%.
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Table 1 Reshored Jobs and Company Numbers by Industry
INDUSTRY JOBS COMPANIES
Transportation Equipment 13823 33
Electrical Equipment, Appliances, Components 9240 58
Computer/Electronic Products 3483 25
Machinery 2860 20
Apparel/Textiles 2154 46
Fabricated Metal Products 1721 39
Food 1628 9
Wood Products 1028 18
Medical Equipment 738 17
Hobbies 723 29
Construction 577 4
Plastic/Rubber Products 470 16
Castings 57 8
Non-Metallic Mineral Products 12 1
Primary Metal Products 0 5
Chemicals & Energy 0 1 each
Other: Agricult.ure, Environmental, Tools,. 1016 24
Research & Services, Home & Kitchen, Office

Source: Reshoring Initiative Library published case studies as of 12/31/14

Background and Drivers of the
Trend

In 2014 more than 60,000 manufac-
turing jobs were brought to the United
States by reshoring and foreign direct
investment (FDI) combined, represent-
ing a 400 percent increase since the
height of the offshoring trend around
2003, and the first net positive job num-
ber in decades (Table 2).

Opverall there are three main drivers of
the reshoring trend. First are rising off-
shore wage rates. Second is an increased
recognition of the previously ignored
costs, risks and strategic impacts of oft-
shoring. This recognition is enabled by
the use of the refined metrics of total
cost of ownership (TCO) to quantify
these factors. Third is a reduction of
costs through sustainable strategies such

as design for manufacturability, innova-
tion, automation and lean.

Using TCO is the first step a company
should take when evaluating sourcing
options. TCO is defined as the total of
all relevant costs associated with mak-
ing or sourcing a product domestically
or offshore. TCO includes current peri-
od costs and best estimates of relevant
future costs, risks and strategic impacts.
TCO analysis helps companies objec-
tively quantify, forecast and minimize
total cost. It takes into account trans-
portation costs, travel expense and time,
carrying cost of inventory, warranty,
IP loss, impact on product innovation,
and many other factors such as those
associated with the risk of supply chain
shocks or disruptions caused by natural
disasters, political unrest and dock slow-

Table 2 The Bleeding Has Stopped

Manufacturing Jobs/Year
2003 2014 % Change
New Offshoring ~150,000* 30,000- 50,000* -70%
New Reshoring & FDI 12,000* 60,000** +400%
Net Jobs Gained ~-140,000 ~+10,000 N/A

* Estimated ** Calculated
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downs. It also helps to forecast the future

impact of wage and currency changes.

Much of companies’ efforts to deal
with complex global supply chains is
eliminated or drastically reduced by
reshoring. Longer-term forecasting,
monitoring of suppliers and regulatory
compliance offshore is found to be waste
when measured against the use of prov-
en, local suppliers.

The not-for-profit Reshoring Initiative
offers the free TCO Estimator, available
on reshorenow.org. The initiative offers
many resources to help companies make
sourcing decisions (Table 3). Reshoring
tools can also be used by gear salesmen
to convince customers of the benefit of
sourcing domestically, especially for cus-
tom gears.

Below are some examples of gear mak-
ers who have chosen U.S. production or
sourcing over offshore.

« Bison Gear and Engineering Corp.
moved production of electric motors
and gears from China to St. Charles,
IL, creating 10 jobs.

- Reasons: Cost, quality, lead time and

lean manufacturing

o Pequea Machine Inc. brought produc-

h

Table 3 Resources available to readers

reshorenow.org/tco-estimatory).

function.

¢ Calculate TCO with the Total Cost of Ownership Estimator, a free online tool to help evaluate
sourcing alternatives and to make a case when selling against offshore competitors (www.

e Watch an in-depth webinar on reshoring and TCO (www.youtube.com/watch?v=uAh7FBZu2xA).
e Visit our Reshoring Library (www.reshorenow.org/library/), which contains 2,400+ linked articles
on reshoring. Data from these articles can be accessed and sorted through the advanced search

¢ Have a story to tell? Submit your reshoring success story on our Case Studies feature (www.
reshorenow.org/case-studies/). All valid cases will be posted, and we will send the submitter a
Manufacturing is Cool T-shirt -Made in USA of U.S. cotton.

* Use our Economic Development Program to strengthen your region by replacing imports with
local production (http.//reshorenow.blogspot.com/2014/12/reshoring-initiatives-economic.htmi).

¢ See our Blog for recommendations on skilled workforce development in your area (http./
reshorenow.blogspot.com/2014/02/the-reshoring-initiative-offers-skilled.htmi).

¢ We also track reshoring and nearshoring in Mexico and Canada and cooperate with many other
countries in their efforts to be more self-sufficient.

tion from China to the U.S., bring-

ing contract work to Buck Co. (PA

foundry) and Circle Gear (IL machine
shop), and creating up to 20 new

future jobs (Ref. 1).

- Reasons: Quality (25% of gear boxes
from China failed due to substan-
dard metals used); equivalent price
(cost was about $900 to produce
gearboxes in the United States, and
between $800-$900 in China); Total
cost

o ZF Group, a Supplier for Chrysler,
brought production from Germany

to Gray Court, SC and Detroit, bring-

ing 1,650 jobs in South Carolina, and

some additional jobs in Michigan. ZF
originally began building gearboxes
for wind turbines in Gainesville, GA
with a $98 million investment, adding
250 jobs.
- Reasons: Time to market, proximity
to market
Metem Corp., which makes gas tur-
bines and aerospace industry prod-
ucts, is expanding its Parsippany, NJ
plant over plants in Pennsylvania and
Hungary. Meten’s CEO on the com-
pany’s growth: “One of the great things
about gas turbines is that the U.S.
really has a leadership position in that
technology. We are seeing our custom-
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ers bring turbine manufacturing back

to the U.S. from other parts of the

world?

- Reasons: Highly skilled workers,
access to universities, advanced
manufacturing

Conclusion

The Reshoring Initiative publishes data
(Ref. 3) annually to show that the current
trend in manufacturing for the United
States market is to source domestically.
With 3-4 million manufacturing jobs
still offshore, we see huge potential for
even more growth and hope this data
will motivate more companies to reeval-
uate their sourcing and site selection
decisions. Making better-informed deci-
sions through the use of TCO and gain-
ing a competitive advantage through
sustainable strategies will enable U.S.
companies to locate more manufacturing
closer to home and strengthen the U.S.
economy.

We would like to build on the reshor-
ing momentum achieved at the AGMA
meeting. We have outlined (Table 3) our
tools and programs that you can use.
The best way to accelerate the trend is

to document and promote the successful
cases. Therefore, we especially encour-
age you to report the cases where you
reshored, where you directly replaced
an imported gear source or where your
customer brought back product assem-
bly and sourced gears from you. Reports
can be made on our Case Studies feature.
The resulting PDFs will be posted on the
Reshoring Initiative website, and you can
post on your site. Case submitters also
receive a Manufacturing is Cool T-shirt,
made in the USA of U.S. cotton.
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