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The manufacturing industry, in almost all sectors, also had to reduce or stop production due to the
lack of parts supply. The reasons for the supply bottlenecks are manifold. But the weak points
were also there before the crisis. They were made even more obvious by Covid-19. The restricted
movement of goods and shutdowns in the different countries cannot be influenced. However, the
exchange of information in the supply chain should be improved. Years of too hesitant investment
in digitization are now taking their toll and severely affecting the crisis management of supply
chain managers. For this reason, many logisticians or even students like us are looking for the best
solutions for these problems.

Supply chain resilience has
occupied supply chain management
from the very beginning. If the
supply chains are unstable, business
suffers. The Corona crisis has now
made it clear to society what kind
of effects unstable supply chains
can have on everyday life: Supply
shortages of everyday goods such
as toilet paper or yeast and a lack of
protective clothing such as mouth
and nose protection.

Localization - the miracle cure?

Many logisticians are now 
concerned with increasing 
the resilience of the supply 
chain. Many cite 
strengthening localization 
and shortening supply 
chains as possible solutions. 
At first glance, this makes 
sense: the strengths such as 
increased stability and 
flexibility or the 
strengthening of the 
German economy are 
almost obvious.
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SWOT-analysis of localization



By shortening supply chains, transport distances become shorter
and the number of participants in the supply chain is reduced.
Shorter transport distances increase the responsiveness of the
supply chain and reduce transport costs. This also reduces the
environmental impact. At first glance, moving sources of supply
back to Germany would strengthen the German economy and
create jobs. But what arguments against it you will read further
below. Another approach is to increase the buffers. This logically
increases the security in the case of a supply bottleneck, which
can arise, for example, from a situation such as the outbreak of a
pandemic. Furthermore, this could have a positive influence on
the transport capacity utilization and consequently on the
transport costs and CO2 balance.

To take advantage of these
benefits, supply chains
would have to be
redesigned. In this context,
it would also make sense to
integrate sustainability
aspects directly into the
new supply chains. But is
this really the right way?
Not in every case! It must
be carefully considered
whether this is sensible or

even possible.

The advantages speak for themselves

The economic efficiency must not get out of focus

The increase in buffers implies that stocks are
built up. This is accompanied by higher
storage costs and increased capital
commitment. In order to achieve a gain in
safety, considerably larger storage areas
would have to be developed. The increase in
costs and other factors such as product
obsolescence are arguments against this
approach.
It is simply said that supply chains need to be
shortened through localization to increase
the stability of supply chains. An interesting
question is what consequences this would
have for the competitiveness of companies.
For example, the prices for wages and energy
in Germany are high compared to other
locations in the world.1 If the increased costs
are not justifiable on the market, this could
have negative effects on the market position.
Companies should therefore analyze exactly
how much the costs increase and consider
whether the additional costs could be passed
on to the customer or not. If this is not the
case, it has a negative impact on the margin
and thus on the profitability of a company.

Another important point is to check whether
the necessary production capacities and raw
materials exist at all and what level of
investment this entails. It also has to be verified
whether the required know-how exists locally. If
this is not the case, training measures and/or
the acquisition of knowledge is necessary,
which can lead to high costs.
Also, the loss of the connection to the top of
the world is a risk that goes along with the
localization of the supply chains. World-class
technology is not necessarily available in local
markets.



A possible cure with political side effects

Incentives for localization on the part of the German government in the form of subsidies
are also a possible solution. This would have to be viewed critically from two perspectives:

On the one hand, trade relations with China or the USA, for example, would certainly suffer as a
result. These could react to such measures with import duties or punitive tariffs. This would
harm Germany in particular as a major exporting nation. Since taking office in 2017, President
Trump has pursued the approach of threatening or imposing punitive tariffs if countries do not
behave appropriately in his opinion.² So, it is foreseeable that Trump would not hesitate to
extend his punitive tariff policy towards German goods if the German government were to
subsidize them. Another point of contention with subsidies would be their compatibility with
the principles of the social market economy.³ For example, if the German government would
purchase a guaranteed quantity of regionally produced protective masks, this would create
conditions those like a planned economy.4 This would be justifiable in the short term in order to
compensate for the shortage of protective masks and to guarantee the supply for the near
future. However, the manufacturers rely on a sales guarantee in order to build up regional
production and operate it competitively. Under normal market conditions, German companies
would not be able to compete with manufacturers from the Far East due to significantly higher
prices. Competition would suffer because of the sales guarantee. Without competition, the
innovation rate declines.

The most obvious thought is not always the best

Despite all the factors mentioned above,
localization is definitely to be regarded as
useful. However, there is no general
solution for all types of supply chains and
products in the various industries. Another
important consideration is the maxim that
localization should not be implemented at
any price.
In our view, one sensible measure would
be to make existing supply chains more
transparent. This can be achieved with the
help of digital real-time tracking from
source to sink and a generally improved IT
infrastructure. In addition to improved
information culture down to the n-tier
level, weaknesses and risks within the
supply chain will also become apparent. A
risk assessment using artificial intelligence
is certainly conceivable. Instead of losing
confidence in

international supply relationships, mutual
trust should be strengthened through an
active exchange of information and joint
optimization efforts should be made. If this
is in place, supply chain mapping can be
successfully carried out. Companies should
rethink their sourcing strategy away from
single sourcing to dual sourcing, even if this
is associated with increased costs. These can
be justified by the achieved risk
diversification. For products with very high
development costs, where dual sourcing is
no option, consideration should be given to
in-house production

In our opinion, investments in IT
infrastructure and the creation of
interfaces are essential, even in times of
economic uncertainty. Companies should
continue to think globally but should not
forget happenings in the corona crisis.
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