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Abstract 

As the demands in the market are ever-changing, manufacturers must reconsider their position 

in a given industry with the chosen globalization strategy, including the location of the actual 

production. The strategic decision for pursuing outsourcing has mostly been in order to achieve 

lower operational costs. In addition, outsourcing has been thought of as being a trade-off 

between cost reduction and improvement of innovation capabilities. However, many companies 

have turned to insourcing in the recent years in order to have their manufacturing processes 

closer to market and customers as well as to enhance flexibility during the product development, 

and thus more capable of organizing for innovation.  

 

The purpose of this study is to shed a light on how the manufacturing location may influence the 

overall innovation performance of a company. We analyze the differences between companies 

that have chosen to outsource their production and companies that have kept these processes 

in-house. In addition, we discuss which other factors may have an impact on the company’s 

innovation performance other than the manufacturing location. We employ an inductive 

research design, which consists of interviews with six companies that are placed within one of 

the two groups as the primary data. 

 

This paper contributes with valuable insights into some companies’ decision-making on 

globalization strategies and organizing for innovation, which has mostly been based on 

assumptions beforehand. Our findings propose that there is no overwhelmingly clear indication 

that the innovation performance is higher in either the in-house or the outsourced manufacturing 

companies, but it is rather dependent on multiple factors. We recommend for the companies 

and their management to consider implementing a measure for innovation performance to 

support strategic decisions and risk management. 
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1 Introduction 

If a primary activity in a production company’s value chain such as manufacturing is in the 

backyard instead of thousands of miles away, then the firm must be able to be more innovative 

than their competitors that have outsourced manufacturing – or is that the actual case? This was 

the question that started the study that you are about to read.  

 

Many companies based in countries with high average wages seems to have obtained the 

thought that in-house manufacturing is a stronger enabler for innovation than outsourced 

manufacturing. Worldwide, the leading driver for outsourcing is to cut costs (Statista.com, 2016) 

and general perception and discourse in media is that cutting costs via outsourcing is a trade-off 

for, among others, knowledge that can be led to innovation performance. When companies have 

announced that they intend to outsource their manufacturing, the explanation to the media have 

often been on the lines of: “We are left with no choice”. 

 

In the recent years, a trend has even emerged of companies insourcing their manufacturing. One 

of the reasons for doing so is that companies expect their innovation capabilities to improve with 

having the manufacturing close by both physically and culturally (Nordeainvestmagasinet.dk, 

2016). This is opposed to the waves of outsourcing that was seen up through the 1900’s. At the 

same time, businesses and politicians in high wage economies like Denmark believe that we in 

the future need to live off our knowledge and innovation capabilities. So much in fact that 

politicians for many years have been discussing how to make innovation part of the class 

timetable in primary schools. This is currently being exercised in several municipalities across the 

country (Folkeskolen.dk, 2019). The Minister of Higher Education and Science, Tommy Ahlers, 

has even sat down a panel of experts to come up with solutions on how to bridge the gap 

between science and innovation in order to foster successful businesses. The goal is that 

Denmark should foster 10 new companies turning over more than 1 billion DKK a year within 10 

years (Itwatch.dk, 2018). 
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All in all, it seems that the general belief is that innovation is and will be increasingly important 

for companies in high wage countries, and that having manufacturing close and within own ranks 

is a far stronger driver for innovation than having manufacturing outsourced. However, this is all 

based on beliefs and assumptions. If you look around, it is not hard to find very successful and 

innovative companies that have outsourced their manufacturing. Giants like Procter & Gamble, 

Unilever, and Acer are all companies that have successfully outsourced their manufacturing while 

staying highly innovative (Muzychko, 2015). 

 

If you think about it, in-house manufacturing might even become a constraint for innovation as 

the companies’ innovation efforts might tend to revolve around the manufacturing capabilities 

they already possess and leave out opportunities that require new capabilities or assets. The 

theory of open innovation builds on external knowledge which could also indicate that in-house 

manufacturing might not be the best way to support innovation (Dahlander and Gann, 2010). 

 

Could it really be true that you can split the manufacturing process from the rest of the company 

and maintain or even strengthen its innovation capabilities? Or are companies that remain one 

unit or backshore their manufacturing on the right path for higher innovation performance? 

 

1.1 Purpose of study 

In production companies, manufacturing is often the backbone in the company’s value chain. 

However, being a production company, especially if very labor intensive, in a high wage country 

like Denmark is tough business. Because of this, many companies have and are looking to 

outsource as an alternative to manufacturing within own ranks. On the other hand, a lot of 

experts and company executives believe that innovation is important and done best when many 

parties are involved in the process. They also believe that the innovation pace should be rapid. 

Can that all go hand in hand with outsourced manufacturing? Outsourcing, insourcing and 

innovation are by themselves subjects with extensive literature and are well known disciplines 

within businesses and consultancies. The effect of insourcing and outsourcing on innovation 

performance is, however, not a very well described subject in literature. 
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The purpose of this study is to shed light on the impact manufacturing location (in-house versus 

outsourced) has on innovation performance. Now, businesses are left with mostly assumptions 

and internal knowledge when deciding whether to have manufacturing in-house or outsourced. 

Knowledge that is based on bigger samples could prove to be highly valuable for companies 

making that decision. A decision that often can be very difficult and costly to reverse.  

 

1.2 Research question 

In this study, we address the research question: “How does in-house manufacturing compared to 

outsourced manufacturing influence innovation performance in SMEs?” 

 

1.3 Definitions of terms 

Here, an overview is provided of the definitions of key terms for this study. 

SME Small and medium-sized enterprises (SMEs. Statistics Denmark’s 

definition of an SME is a company with fewer than 250 fulltime 

employees. In the Danish law for financial statements, an SME is 

a company with fewer than 250 employees, a total balance sheet 

of less than DKK 156 million and turnover of less than DKK 313 

million. 

Manufacturing The value adding process where a company’s offering is made 

fully or partially. 

Outsourcing Handing over the manufacturing process to another company. 

The location can be in the home country as well as a foreign 

country. 

Insourcing Taking over a manufacturing process that was previously 

performed by another company. 

Offshoring Moving the manufacturing process to a foreign country without 

crossing organizational boundaries. 
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Backshoring Moving the manufacturing process back to the country of its 

parent company, which makes it the opposite of offshoring. 

Innovation performance A measure to help extract more gains from innovation 

investments. It could be simple measure such as the percentage 

of revenue from new products, or a more extensive measure such 

as the balanced scorecard. 

Product innovation Innovation regarding the company’s product that is offered to its 

customers. 

Process innovation Innovation regarding processes in the company in, for instance, 

manufacturing, customer service etc. It might be visible for the 

customer or completely internal. 

Open innovation An innovation approach where external sources like partners, 

customers, universities and so on are part of the company’s 

innovation process. 

Organizational identity The company’s self-image of their role in the industry and society. 

Often formed by legacy and values. 

 

1.4 Delimitations 

Whether to have manufacturing in-house or outsourced is a topic that to some extent have been 

considered by a very large percentage of companies, and most of them work with innovation to 

some degree. This means that almost an unlimited number of companies could have been used 

to collect data from in order to make the study more satisfactory and precise. In order to narrow 

down the study, it was decided to consider six SMEs. Three SMEs with in-house manufacturing 

and another three with outsourced manufacturing that are all in the consumer goods field. The 

study is limited to this sector due to this. However, there is reason to believe that it will be 

applicable to other sectors as well to some extent. It is also worth noting that there are more 

than 140.000 SMEs in Denmark (Dst.dk, 2016), and that considering only six of these in depth 

might not provide the full picture. On the other hand, the topic of whether to outsource is not a 

new one, which means that all the companies could provide very thorough views on how this 
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affects their operation. This gives us reason to believe that the views of these companies can be 

used to base an understanding of the sector and SMEs in general – and in turn to answer our 

research question. Factors like culture, working wages, regulations and so on means that the 

environment for making a study like this will vary in different countries. To keep these factors 

stable, the six companies taken under study all have their main operations and main market in 

Denmark. Because of this, the study is limited to the Danish market. 

 

During the data collection process and the following coding of the interviews, a lot of topics 

surfaced that we had not considered prior to the interviews. Although all topics were regarding 

the location of in-house manufacturing versus outsourced manufacturing, and hence would be 

relevant for the study, it was decided to only consider topics that emphasized on the relation 

between the way of manufacturing and innovation, including performance. The other parts that 

were touched upon were used as background information as they otherwise could have easily 

accounted for full projects themselves. 

 

The coding of the interviews conducted for the study uncovered a series of clusters that were 

taken under further investigation in the Findings section. These clusters were, however, quite 

large and could have easily been taken under much further research individually. They were all 

considered relevant and valuable for the study and are therefore included knowing that it is not 

possible to investigate each cluster as deeply as desired for a full level of detail. However, for the 

sake of the bigger picture in this study, they were included with this limitation. Although each 

cluster was only investigated to the point where it makes sense for this study, and for answering 

the research question and not in more general terms. 

 

Finally, it was decided not to consider the financial situation of the companies taken under study. 

While knowing that this could be a factor in deciding whether manufacturing should be in-house 

or outsourced both present and in the future. However, considering the company’s financial 

situation would direct the study in a way where the topic would be more one of optimizing 
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operations in general through in-house or outsourced manufacturing. Since this was not the 

objective, it was decided to leave this factor out entirely.  

 

This means that this study considers the relation between in-house manufacturing and 

outsourced manufacturing in terms of innovation performance, and not the relation between in-

house manufacturing and outsourced manufacturing in terms of financial performance. The 

limitations mentioned above will be further considered in the methodology section. 

 

1.5 Structure of the paper 

The first chapter in this paper introduces the reasoning for pursuing this research project, 

including purpose of study, research question, definitions of terms and delimitations. The second 

chapter provides the reader with a theoretical framework, and thus, an overview of the key 

concepts used in the study. In chapter 3, the methods used in order to collect and analyze data 

are described. This includes the decisions for the chosen research strategy and design, while also 

reflecting upon the overall validity and reliability of this study. In chapter 4, the collected data 

which consists of interviews are analyzed. The findings from this analysis are presented. In 

chapter 5, the findings will be discussed in relation to the literature presented earlier. This will 

help support the explanations as well as the understanding of the possible managerial 

implications. In the following chapter 6, the whole research project is summarized and concluded 

upon. And finally, in the last chapter 7, topics related to this study for future research projects 

are presented.         

 

2 Literature review 

This section provides a theoretical framework used to analyze and discuss how innovation 

performance can be influenced by the location of a manufacturing process in terms of having it 

in-house or outsourced. First, the process of the literature search will be outlined. Then, the 

conclusions from the available literature will be examined and summarized of what is known on 

the topic today in relation to our study. This will give the readers a better understanding when 
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reviewing our analysis. Finally, this section will conclude with the knowledge gap that has led us 

to devise this research project. 

 

2.1 Literature search 

During the composition of our thesis proposal with the research question attached to it, we 

started a broad search for available literature. The applied search keywords were, among others, 

supply chain, supply chain management, manufacturing process, manufacturing firms, 

outsourcing, insourcing and outsourcing, process innovation, product innovation, and innovation 

performance. There had been conducted many studies on manufacturing processes, so we had 

to narrow down the field. We found multiple articles with the author Jan Stentoft, but as the 

access links to the papers were broken, we contacted him directly via e-mail. He responded 

quickly and provided us with additional and insightful academic papers with direct relation to our 

project. The sources to the applied literature had mostly been the online library at Copenhagen 

Business School – Libsearch, Science Direct and the internet. The search results provided us with 

two academic papers, two books and 11 articles within the topic of supply chain, manufacturing 

and its location. For the topic on closed and open innovation, process innovation, product 

innovation, and innovation performance, we found 10 academic papers, two books and two 

articles that were relatable and useful for our project. 

 

2.2 Understanding the supply chain 

According to Chopra and Meindl (2015), a supply chain consists of all parties involved, directly or 

indirectly, in fulfilling a customer request. This means that it does not only relate to 

manufacturers and suppliers, but the whole surroundings in terms of distribution and logistics. 

For instance, the supply chain will also include the process related to the transporters, 

warehouses, retailers and in some cases, even the customers themselves. For instance, a physical 

product flow would start with a customer need. The customer could go to a shop to purchase a 

product. The shop selling the item has some sort of inventory to be able to replenish their shelves, 

which might be supplied by a central warehouse. In order to ensure product availability, the 

warehouse is replenished by placing an order through a distributor, who then places their order 
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directly from the manufacturer of the product. The manufacturer will also have suppliers of raw 

materials needed for the production. This process involves a dynamic and constant flow of 

information, products and funds throughout the various stages of the supply chain (See Figure 

1).  

 

Figure 1: Supply Chain Stages 

Source: Chopra and Meindl (2015) – Figure 1-2 

 

 

The purpose of the supply chain is to essentially maximize the overall value generated, which 

includes satisfying the customer needs and increasing their perceived value of the product, while 

also being a profitable business. The value of the supply chain is called the supply chain surplus, 

which is the difference between the customer’s perceived value of the product and the supply 

chain cost. 

 

𝑆𝑢𝑝𝑝𝑙𝑦 𝐶ℎ𝑎𝑖𝑛 𝑆𝑢𝑟𝑝𝑙𝑢𝑠 = 𝐶𝑢𝑠𝑡𝑜𝑚𝑒𝑟 𝑉𝑎𝑙𝑢𝑒 − 𝑆𝑢𝑝𝑝𝑙𝑦 𝐶ℎ𝑎𝑖𝑛 𝐶𝑜𝑠𝑡 

 

The difference between the price that the customer is willing to pay for a product and the price 

that the customer in fact pays for it relates to the consumer surplus. Also, the supply chain 

profitability can be measured by having the difference between the generated revenue from 
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customers and the overall costs. The higher the supply chain profitability is, the more successful 

the supply chain will become.  

 

Supply chain management 

Supply chain management relates to managing supply chain assets and products, information 

and financial flows to increase the total supply chain surplus, which is essential to succeed with 

the supply chain. The latter is closely related to the design and management of supply chain 

flows. When planning and making strategic decisions for the supply chain, it is important to take 

multiple factors into consideration. For instance, changes in the environment that the business 

operates within, and changes in customer expectations. The supply chain must be able to revise 

its structures when it comes to new available technology and markets as these changes can hurt 

the overall performance. There are different ways to handle this. Manufacturers could share 

knowledge and make collaborations with suppliers to bring down costs and improve the product 

availability. Also, having a fully digitalized replenishment system that can match and possibly 

forecast the customer demand. If the business is unable to adjust the supply chain structures as 

the changes occur in the market, it could result in a setback, for instance, with inefficient process 

flows that increase the transportation costs and labor costs. An example to support this is the 

case of what many perceive as the decades-long war between the book-industry and Amazon 

(Medium.com, 2018). The advantages of an online retailer compared to a physical retailer are 

quickly apparent in terms of selection, convenience and price. Amazon could offer over a million 

book titles, be open for business 24/7 through the online platform and ship directly to the 

customers and finally, be able to compete on price with substantial discounts compared to the 

traditional book retailers.  

 

Globalization strategies 

The question of whether to outsource the manufacturing process or keep it in-house has been 

considered by many manufacturing companies for the past two decades (Industryweek.com, 

2012). Especially in developed Western countries where working wages are high, it has been 

attractive for many companies to move their manufacturing operations to low-cost countries. 
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However, in the recent decade there has been a trend towards moving manufacturing facilities 

back – or at least closer – to the companies’ own ranks, making a closer connection or completely 

re-integrating it into the company’s value chain (Theepochtimes.com, 2018). Protectionism, the 

risk of tariffs and other financial and political factors play a role in backshoring, but for many firms 

the motivation for doing so are the expected outcome of ‘moving closer to their customers’, 

while also becoming more agile and innovative in their product development process 

(Stelladoradus.com, 2012). 

 

Nonetheless, we see that manufacturing companies are applying several globalization strategies 

such as outsourcing, insourcing, offshoring and backshoring. Stentoft et al. (2016) describe 

outsourcing as relocating all or a part of the organizations in-house activities to an outside 

supplier, whilst insourcing is the opposite, i.e. moving activities, which were previously sourced 

from outside, in-house. The concepts of outsourcing and insourcing do not necessarily require 

that manufacturing activities cross country boarders. For instance, a company that produces 

wooden furniture might need to expedite a certain collection to meet the commitments in terms 

of delivery time. So, they contact a carpentry business somewhere in the same country or make 

an agreement with a company outside the country to facilitate the production of the furniture. 

We have used these two concepts to describe the manufacturing processes of the companies in 

our analysis. But even though there are many different terms within this field, there are two 

other well-known concepts – offshoring and backshoring.  

 

Offshoring directly relates to moving the manufacturing activities to a foreign country without 

crossing organizational boundaries. A company may have another business unit outside the 

country of origin, where they choose to move their production. On the other hand, backshoring 

is described as moving the manufacturing process back to the country of its parent company, 

which makes it the opposite of offshoring. It could also be that the activities are moved to another 

country in the case of the company having a business unit at this location, which can take over 

the process.  
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A recent Danish study revolves around the benefits and drawbacks of moving the manufacturing 

process as well as bringing it back home to its origin of country – in this case to Denmark (Arlbjørn 

et al., 2013). The study aims to shed a light on the drivers and barriers for applying these 

globalization strategies. There several reasons to choose one strategy over the other, which the 

mentioned researchers outline in their study. The considerations may relate to cost issues such 

as wages, transportation and utilizing economies of scale, while also considering political factors, 

culture and communication barriers, and having the product development closer to market and 

end-users.  

 

Outsourcing 

One of the strongest drivers for outsourcing is to lower the operating costs, which is why many 

companies have outsourced their manufacturing process to low cost countries such as China. But 

as the economic growth in the country has resulted in an annually wage pay rise of approximately 

20 %, the companies find that the cost-related benefits by moving the activities outside the 

country have been reduced (Arlbjørn et al., 2013). Therefore, more companies have moved their 

manufacturing process from China to another country with lower wages such as Vietnam. Parts 

of Africa have also become a matter of interest for this purpose. But outsourcing can also be a 

strategic decision where the company evaluates its core competencies, which relates to the 

collective learning in the organization. Especially, how to coordinate diverse production skills and 

integrate multiple streams of technologies (Futureofsourcing.com, 2018). In this context, the 

company should know its strength and capabilities, so that the manufacturing of their 

standardized products could be handled by a supplier in a low-cost country, while the company 

itself focuses on the specially designed product development. When turning to outsourcing, the 

company must evaluate the value and risks of moving the manufacturing. The value might be 

lowering operational costs and transferring some fixed manufacturing costs to variable costs. On 

the other hand, the risk connected to this might be the fear of less quality control and possibly 

imitation of products. Another barrier can be the transfer of tacit knowledge to the external 

partner, also known as hidden or complex knowledge, that come with years of experience from 

employees at the parent company and cannot be readily documented in written form (Schilling, 
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2016). This could include cultural and communication issues in terms of difference in work ethics 

and quality measures. 

 

On the other hand, a driver for choosing outsourcing as a globalization strategy is to gain access 

to know-how from suppliers’ competencies and the technology that is needed. But what we also 

know from available literature is that outsourcing usually represents a trade-off between 

improving innovation capability and lowering costs (Bengtsson et al. 2009). Their study defines 

two outsourcing manufacturing strategies: low-cost-oriented and innovation-oriented. When 

choosing the outsourcing to lower costs, the innovation capability is lowered as the time-to-

market takes longer, and the products are developed with less functionality. The innovation-

oriented outsourcing strategy results in higher product development costs but performs 

effectively on time-to-market and including more product functionalities. The learning from this 

is that a company simply cannot excel in all areas at the same time.  

 

Insourcing 

The concept of insourcing is that a company initially handles the manufacturing process, then at 

some point they choose to outsource it to another country until finally, the company decides to 

bring back the activities to the home company. The study from Arlbjørn et al. (2013) shows that 

among the Danish companies that do insourcing, the two groups of producing standardized 

products and customized products are equally divided. In terms of the locations that they choose 

to insource from, many of the companies have chosen to do so from China and other countries 

in Asia. This could be because customized products tend to require more coordination. The great 

distance from Denmark may have resulted in many travel activities back and forth to ensure 

aligned communication and product quality. This could also have slowed down the 

manufacturing process and may have added costs. Some of the drivers for pursuing an insourcing 

strategy are increased flexibility and higher product quality. If the manufacturing process is close 

to the product development phase then, it will be easier for the company to experiment with 

new products and solutions without the hassle of first producing elaborate documentation for 
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external partners. This includes the flexibility to customize products even more as the company 

may be less limited in terms of accepting a potential customer’s requirements for an order.  

 

The barriers for insourcing could be the lack of resources. This is usually the case for smaller 

companies that have limitations when it comes to funds and number of employees to allocate 

the activities to. In addition, the wages are remarkably higher in Denmark compared to lower 

wages in China or other countries in Asia. There is also the matter of being able to find the right 

suppliers for the new setup. Moreover, the study indicates a positive outcome of insourcing for 

the Danes. It is highly likely that companies that produces standardized products and choose to 

insource in fact provide jobs in Denmark. 

 

Offshoring 

Offshoring involves moving manufacturing activities out of the home country and to another 

country within the same organization, which means moving activities to a subsidiary abroad. The 

same study shows that offshoring is more widespread among large companies, and that the 

Danish companies that do so primarily offshores to European countries. One of the strongest 

drivers for offshoring is the wage and productivity differences. The average wage in, for instance, 

Eastern Europe is much lower compared to Denmark. Another driver is to have the 

manufacturing process close to the market that the company operates within. It could be for 

logistical purposes. Also, this will help the company to avoid investing in new machines and 

equipment needed for the manufacturing activities. Other benefits related to offshoring are less 

administrative work in terms of factory inspectorates, lower costs and less taxation. 

 

The barriers for pursuing offshoring are, among others, the quality of the finished product. 

Companies have experienced the lack of quality to derive from language barriers, lack of skilled 

workers, and the overall manufacturing foundation. There is also challenge of having the right 

logistical process to ensure all deliverables to arrive on time.  
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Backshoring 

Backshoring relates to moving the manufacturing activities to an entity within the same 

organization from another entity abroad. The process does not necessarily have to move back to 

the home country but must still be within an entity within the same organization. In the study 

from Arlbjørn et al. (2013), most of the companies that have used this globalization strategy have 

backshored from another European country to Denmark. One of the drivers for using backshoring 

is the wage and productivity differences. Knowing that the wages are generally high in Denmark, 

this may relate to the funds spent on establishing the manufacturing activities abroad to obtain 

a certain level of product quality. The totals costs might have been lowered by moving it back. 

Also, the benefit of having the manufacturing process closer to market and the actual product 

development.  

 

One of the barriers that were identified in the paper was the poor basis for decision-making, 

including limited timeframe for implementation of the backshoring process and poor 

communication across teams. This is relatable to inferior change management, which is defined 

as the process, tools and techniques to manage the people side of change to achieve the required 

business outcome (Prosci.com, n.d.) 

 

However, when it comes to deciding upon a globalization strategy, there are many factors that 

must be considered. For instance, whether the company wants to be open towards collaboration 

and outsource their manufacturing process or if the company wants to focus on its in-house 

capabilities and keep the manufacturing in the home country. This also relates to the company’s 

overall innovation strategy. 

 

2.3 From closed to open innovation 

Innovation takes place when existing knowledge and inputs are creatively and efficiently 

recombined to create new and valuable outputs (Felin and Zenger, 2013). The way companies 

organize for innovation has changed over the years. Chesbrough (2003) describes the concept of 

closed innovation as the primary philosophy for R&D operations in many leading organizations 
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for most of the 20th century. When a company generates, develops and commercializes its own 

ideas, then the strategy is closed innovation. This means that the company would rather have 

their sources of innovation to occur and be kept in-house than make use of external knowledge. 

However, when it comes to open innovation, the company commercializes external as well as 

internal ideas by deploying to pathways outside its current businesses. This happens when a 

company chooses to search for knowledge and inputs from external sources, for instance, 

through collaboration. The contrasting principles of these two approaches are listed in the 

following figure (See Figure 2). 

 

Figure 2: Contrasting Principles of Closed and Open Innovation 

Source: Chesbrough (2003) 

 

 

Felin and Zenger (2013) have researched in the perspective of companies organizing to optimize 

innovative output, including how to determine when it is beneficial to do closed or open 

innovation. They believe that it relates to the level of hidden knowledge and problem complexity. 

The companies that operate with closed innovation have been identified with governance form 

that are either authority-based hierarchy or consensus-based hierarchy. The view on property 

rights and incentives are similar in these two governance forms. When an employee produces 

any knowledge, the rights for this information goes directly to the company and it is often a part 

of the employment contract. This leads to low incentives for the individual employee, since all 

that he or she is getting as reward is in terms of shared ownership of the idea or project but is 

solely paid for the job done through the salary. While these factors come with barriers in terms 
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of acquiring the needed knowledge, their communication channels are quite effective compared 

to the governance forms within open innovation. For the consensus-based hierarchy, it is due to 

having organized an environment for handling knowledge within the boundaries of the company, 

which includes a shared identity and language to ease the communication flow. This is well suited 

for recombining knowledge to form theories that are necessary to guide solution search for 

complex problems. However, for authority-based hierarchy, there is a centrally placed 

responsible that identifies knowledge relevant to problem solving and then orders a pattern of 

trials and assigns sub-problems to individuals and teams. 

 

When it comes to open innovation, there are several more governance forms with differing views 

on property, incentives and approach to knowledge sharing. When searching knowledge in the 

market and through contract, the rights are externally owned and exchanged. This could be a 

service that has been provided by an external company. If the strategy is to go for partnerships 

and alliances with other companies or even universities then the rights to the ideas are 

negotiated. When it comes to establishing innovation platforms and contests, the ownership of 

rights varies as the individual that submits the winning input may be invited to equally join into 

the specific project by having a share or simply testing before it is commercialized. These three 

types of governance forms operate with incentives that are between moderate to high-powered 

as there is something to gain from participating. This is not the case, when the company is doing 

a broad search due to the high level of hidden knowledge and problem complexity. Then user 

communities are needed as the source of knowledge. The incentives to contribute are rather low 

powered as the individual who submits an idea does not gain anything from doing so other than 

perhaps some acknowledgement in the community. But for high complexity problem solving, it 

can in some cases be quite beneficial for the company to expand their search. The greater the 

distance between the problem and the analogous field, the greater the novelty of the solutions 

(Poetz et al., 2014). The governance forms are illustrated in the following figure (See Figure 3).  
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Figure 3: Solution search/problem complexity 

Source: Felin & Zenger (2013) 

 

 

2.4 Measuring innovation performance 

Supply chain design, planning and operation decisions are important in terms of achieving 

success in a company – each depending on the time frame. These considerations are essential to 

be able to adapt the supply chain structures according to the continuously changing technology 

and customer expectations. Supply chain design, also called strategy, relates to the long-term 

decisions such as the use of in-house manufacturing or outsourcing, where should the location 

for this be, and what type of transportation is needed in the process. Supply chain planning is 

used for forecasting and has a time frame of a few months and up to a year. Decisions are made 

based on the markets and locations that the company is operating in, as well as contracts with 

suppliers and marketing strategies. The goal is to maximize the supply chain surplus. Finally, the 

time frame for decision-making on supply chain operation could be anything from a few minutes 

and hours to a day or a week. This area focuses on optimizing the handling of the individual 

customers orders. Here, the goal is to exploit the reduction of uncertainty and optimize the 

supply chain performance. One of the key points from Chopra and Meindl (2015) is that design 

decisions may constrain or enable good planning, which in turn constrains or enables effective 
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operation. However, it could also be helpful to identify the company’s strengths and weaknesses 

by examining its activities across the value chain (Schilling, 2016). Michael Porter has developed 

a model of the value chain that illustrates the primary activities and supporting activities that 

each contribute to the overall produced value by the company (See Figure 2). 

 

Figure 4: Porter’s Value Chain 

Source: Researchgate.net (2006) 

 

 

With the concept of a value chain, the company can outline the flow of the customer’s 

experience. On the other hand, the supply chain illustrates the flow in the opposite direction 

from the supply base to the customer. Therefore, the primary difference is that supply chains 

focus upstream on integrating supplier and producer processes, improving efficiency and 

reducing waste, while value chains focus downstream, on creating value in the eyes of the 

customer (Feller et al., 2006). 

 

An example of measuring the supply chain performance is by using the supply chain operations 

reference (SCOR) model. This helps businesses evaluate and perfect supply chain management 

for reliability, consistency and efficiency (CIO.com, 2018). It is a framework that describes the 

relationships between the processes and create a measurable way to track results with over 250 
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SCOR standardized metrics. There are five performance attributes: reliability, responsiveness, 

agility, costs and asset management efficiency. The SCOR model is based on six management 

processes that include: 

• Plan: Processes used to establish best practices for supply chain efficiency. 

• Source: Processes that relate to obtaining goods or services to fulfill the market demands. 

• Make: Processes that involve making finished products market-ready. 

• Deliver: Processes related to delivery of finished products or services. 

• Return: Processes involving returning or receives products from customers or suppliers. 

• Enable: Processes that revolves around governance, compliance and risk management. 

The SCOR model is a useful framework for businesses to measure the operations of the supply 

chain in order to identify which performance attributes to prioritize for improvement. 

 

Innovation performance 

However, companies must focus on innovative solutions in order to keep being competitive as 

well as relevant in the market. This means that the companies also need to measure the 

performance of their innovation initiatives to ensure effectiveness of their investments 

(Dewangan and Godse, 2014). It can be challenging to measure new, evolving and dynamic 

things, where everything is still being developed through a learning process opposed to organized 

structures that are already well-understood. There are many different innovation performance 

measurement systems to choose from, but it can be quite difficult for managers and other 

practitioners to incorporate these systems into their organizational structures. Each organization 

can have their own perspective on innovation performance measurement (IPM) using metrics 

that may be unique for them as well as standardized ones.  

 

A well-defined IPM system should consist of an IPM scheme that gathers the most important key 

performance indicators (KPI) across appropriate dimensions, including defined KPIs for each 

dimension. In addition, a method that supports the infrastructure should be established to 

facilitate the flow of data and be able to provide with reporting formats that matches the needs 

of the organization. The importance of using IPM systems has increased over the years as it shows 
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that the effectiveness of the activities does not only determine the company’s competitive 

advantage, but also its survival. For manufacturers, it is helpful to have a clear sense of the 

purpose and parameters in order to succeed with their innovative initiatives (Forbes, 2018). IPM 

systems can help companies to identify which processes that need improvements in terms of 

operations as well as other areas in their business. For instance, they might want to improve the 

effectiveness of their investments to satisfy stakeholders, and operational efficiency when it 

comes to motivating employees in order to increase their incentives for contributing to idea 

generation.  

 

An example of a well-known IPM is the balanced scorecard, which is a performance measurement 

scheme that uses both financial and non-financial perspectives in the evaluation. The balanced 

scorecard allows managers to look at the business from four important perspectives: the financial 

perspective, the customer perspective, the internal business perspective, and the innovation and 

learning perspective (Kaplan and Norton, 1992). This IPM forces managers on the handful of 

measures that are most critical, while also examining whether an improvement in one area may 

be achieved at the expense of another. For instance, Kaplan and Norton (1992) use the example 

of improving time to market. Companies can reduce time to market, for example, in two very 

different ways: by improving the management of new product introductions or by releasing only 

products that are incrementally different from existing products. This is a question of prioritizing 

and deciding upon an innovation strategy, more specifically whether to focus on process or 

product innovation.  

 

2.5 Process innovation vs. product innovation 

The manufacturing process innovation does not only involve the process from raw materials into 

products. It includes all the supporting processes throughout the supply chain, for instance, 

administrative tasks related to the customer orders and transportation of the goods. Process 

innovation can be defined as “an organization-wide effort that involves fundamental rethinking 

and radical redesign of manufacturing related processes and systems to achieve dramatic 

improvements in manufacturing performance measures such as cost, quality, service, and speed” 
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(Yamamoto and Bellgran, 2015).  Though, process innovation usually involves incremental 

changes in the method of production. For instance, manufacturing comparing could acquire a 

new machine that shapes the raw material in a certain way to save time with physical labor.  

 

Another example is to organize the communication flow to achieve more effective manufacturing 

while also ensuring the product quality. Therefore, process innovation is also known as the most 

primitive form of innovation as it usually revolves around smaller operational improvements 

(Reichstein and Salter, 2006). Product innovation includes the conceptualization, design, 

development, validation, and commercialization of new products as well as improvement of 

existing products for customers and markets in relation to the occurring market trends and the 

environment that the business operates within (Rainey, 2005). For companies that have in-house 

manufacturing, their product innovation depends on the knowledge, experience, capabilities, 

resources and existing technology. On the other hand, companies that use outsourced 

manufacturing have other focal points to their product innovation. It highly relates to the 

customer and stakeholder needs, demands and expectations.  

 

Compared to product innovation, it appears that companies have less well-developed process 

innovation strategies. While literature has found that process innovations has a positive impact 

on the productivity, product innovations have a larger technological diffusion. Also, it is rather 

difficult to decode and imitate process innovations in the larger. It would require experts of rival 

companies or industrial espionage, while imitation of product innovation could in many cases be 

executed by reverse engineering. In addition, other findings have shown that companies would 

prefer product innovation when it comes to a high level of product differentiation and while 

having an intense competition. Process innovation is the contrasting choice when products are 

less differentiated and there is less competition in the industry (Reichstein and Salter, 2006).  

 

2.6 Knowledge gap 

Laursen, Masciarelli and Prencipe (2012) have researched the effects of potential social capital 

on involvement in foreign markets for goods and technology. Their definition of social capital is 
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divided in three dimensions: structural, relational and cognitive. “The structural dimension refers 

to informal social interactions among individuals; the relational dimension refers to the assets, 

such as trust and credibility, embedded in those relationships; and the cognitive dimension refers 

to shared narratives, codes, and languages” (Laursen et al., 2012). Their findings have shown that 

potential social capital contributes to explaining the internationalization of goods, which we also 

find support for within the available literature for globalization strategies, including the benefits 

and drawbacks for each strategy. In their study, they suggest continuing the study of firms’ 

location of R&D partners in relation to the knowledge properties of the home location. This has 

a very close tie to the topic we want to investigate in terms of how the location of the 

manufacturing process influence a company’s innovation performance.  

 

Another academic journal offered a knowledge gap as well. Ornaghi (2006) has analyzed the 

impact of knowledge diffusion for product and process R&D. The study concludes that technology 

diffusion of product innovations is larger than the one of process innovations. The author 

suggests further research on determining the channels that permits knowledge to flow and how 

these differ between product and process innovations. This perspective has also encouraged us 

to pursue this research project. 

 

3 Methodology 

In this section, the considerations behind the selection of methods for this paper are outlined 

along with a process description of the research project. This includes a description of the chosen 

research design and the way data has been collected and analyzed with the purpose of answering 

the research question. Also, an evaluation of the methods used will be presented to discuss the 

validity and reliability. 

 

3.1 Research strategy 

To answer our research question, this will be a comparative study between companies who have 

their manufacturing processes in-house within their organization and companies that have 
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outsourced it to external partners across country borders. This will be an inductive case research 

which involves theory being developed in a “data-driven manner” using qualitative data (Bryman 

and Bell, 2015). This means that we view theory as something that will be developed after data 

collection and analysis of data. The opposite approach, which is called deduction, has a different 

process sequence. It starts with deducting a hypothesis or multiple hypotheses that are then 

tested. With a deductive study, the theory and hypotheses drive the process of gathering data. 

This approach is usually applied to studies with quantitative data. We have chosen to work 

inductively with our qualitative research strategy. 

 

In addition, we have considered the epistemological and ontological orientation in terms of 

defining the research strategy. Bryman and Bell (2015) describes epistemology as the question 

of what is or should be regarded as acceptable knowledge in a discipline. Also, whether the social 

world can and should be studied using the same methods as the natural sciences. The natural 

science model has been highly influenced by positivism over time rather than other scientific 

practices. The purpose of positivism is to generate hypotheses that can be tested and then, allow 

explanation of laws to be assessed objectively. Interpretivism is an epistemology that is the 

opposite of positivism. It was initially established by researchers that were critical towards 

applying the scientific model to study social sciences, which includes people and their intuitions. 

Interpretivism relates to the empathetic understanding of human actions and the forces that act 

on it.  

 

Our research strategy is positioned within this epistemology, as we focus on the companies from 

the interviewees’ point of view in relation to their work routines and interpretation of innovation 

performance. This is part of the inductive study, where we first examine how the interviewees 

interpret the world around them, then put the elicited interpretations into a theoretical frame, 

and finally, the interpretations must be further interpreted in terms of concepts, theories and 

literature within the field.  
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Ontology concerns the nature of social entities. It revolves around the question of whether they 

can be objective entities having their reality separated from the social actors, or social 

constructions built up from the perceptions and actions of social actors. Objectivism relates to 

the first part. The organization has a reality that is viewed separately from the individuals who 

inhabit it. It is an objective reality where, for instance, the operations within an organization are 

completed according to established procedures and governance, and the employees are 

expected to follow a set of rules otherwise it will result in consequences such as a reprimand or 

a dismissal.  

 

On the other hand, constructionism acknowledge that the organizational structure and rules exist 

but does not look at it as the primary reality. The starting point is focusing on the social order 

within the organization and the interactions between the individuals rather than the policies and 

set of rules possibly written on paper. This is the ontological orientation that we have proceeded 

with, since we want to study the interviewees’ interpretations of processes opposed to how they 

should work on paper. The following table briefly summarizes the differences between 

quantitative and qualitative research strategies (See Table 1). 

 

Table 1: Fundamental differences between quantitative and qualitative research strategies 

Source: Bryman and Bell (2015) – Table 2.1 

 
Quantitative Qualitative 

   
Principal orientation to 

the role of theory in 

relation to research 

Deductive; testing of 

theory 

Inductive; generation of 

theory 

   
Epistemological 

orientation 

Natural science model, in 

particular positivism Interpretivism 

   
Ontological orientation Objectivism Constructionism 
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3.2 Research design 

We decided upon applying a multiple case study in a comparative setting as the design. Multiple 

case studies allow the researchers to compare the findings deriving from each of the cases, while 

it encourages them to consider what is unique and what is common across cases, frequently 

promotes theoretical reflection on the findings (Bryman and Bell, 2015). By setting up this 

research design, we will need two groups of companies; one group that operates with outsourced 

manufacturing and one group that operates with in-house manufacturing.  

 

We conducted semi-structured interviews with each company in order to produce data. An 

interview guide was produced for this task, including certain topics that could be related to 

theory later. The reason for using the semi-structured interview to gather the qualitative data 

was that even though we had decided on some topics related to our research question, we still 

wanted the respondents to able to speak freely and share their experience within their field. If 

the questions were too narrowed down and filled with theoretical phrases, the outcome of the 

interviews might not have been useful for this project. Also, we decided to interview two 

respondents from each company – the CEO and an employee who is working closer to production 

or sales. We expected that the CEO’s would in most cases describe the company and their 

processes in a very favorable way. So, we wanted to include another view that did not only show 

the perspective from the top, but also a view on someone working directly with the core 

activities. This would make our findings more credible. 

 

3.3 Data collection 

When we contacted the CEOs in each company, we introduced them to the purpose of the 

research project and asked for the permission to record the interviews to be able to transcribe 

them afterwards. They were all offered anonymity which was approved of. In this section, we 

have prepared a short presentation of each company before we describe how they compare to 

one another.  
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Company A 

This company was established in 1968 and specializes in handcrafted tabletops for kitchens and 

furniture made of wood in all kinds of different wood species. Each wood stave is critically 

selected by their experts and finally, transformed from raw materials to finished high quality 

products by their craftsmen. They have around 40 employees and manufacture everything by 

themselves in Denmark, which put them in the category of in-house manufacturing. Today, the 

company is among Europe’s leading tabletop manufacturers. 

 

Company B 

The company was founded in 1954 and is a family-owned business through two generations now. 

They produce high end designer furniture, including design icons that have been developed in 

collaboration with well-known designers. Looking at their iconic design, the aim is to achieve 

minimalistic and beautiful details in the upholstery. Also, they create furniture with a focus on 

craftsmanship, natural materials and simple design. The company also keep their manufacturing 

in-house in Denmark, and they have around 50 employees. 

 

Company C 

This company is another family-owned business, which has been passed on for three generations 

since its establishment in 1963. The company call itself the biggest manufacturer of home green 

houses in Europe designed with amateur gardeners in mind. As many companies have relocated 

their production processes to low-wage countries, they have still managed to keep their 

production of green houses in Denmark. They are a successful greenhouse business and they 

have currently 150 people employed. 

 

Company D 

The founders of this company are LED lighting specialist, and they offer products and guidance 

of professional LED solutions to consumers as well as the public and private sector since their 

establishment in 2007. Through collaboration with their suppliers, they strive to continuously 

develop products with the best environmental profile. The company has outsourced the 
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manufacturing process to China. Currently, the company consists of three employees – two 

partners and a graphic designer. 

 

Company E 

The company was established in 1995, they offer garden furniture of great quality for outdoor 

living spaces. They focus on producing garden furniture that are easy to keep, especially with the 

changing weathers in Denmark in mind. The manufacturing process is in Asia, where they also 

receive their sustainable teak from. They have delivered their products to many well-known 

Danish organizations through the years, including appearances in tv shows. Currently, they have 

around 5 employees. 

 

Company F 

This company was founded in 1958 and the business ownership remain within the same family. 

It is one of Scandinavia’s largest service companies within the textile laundering and rental sector. 

While they have their laundering services located in Denmark, the textile manufacturing process 

has been outsourced to Asia. The company has five market specialized division where each focus 

on a specific industry area. Today, they have around 2000 employees after the purchase of 

another textile business. 

 

Comparing the companies 

The initial thoughts on delimitation in terms of company sampling were to find Danish companies 

that produce consumer goods, which could either be manufactured in the country or outsourced 

to another geographical location. The sampling strategy was purposive as we needed the 

perspective and experiences both sides to reach credible findings for our research question. A 

purposive sampling usually includes typical cases or individuals within subgroups of interest 

(Bryman and Bell, 2015). The reason for this is to be able to get a perspective from both sides, 

companies doing either in-house or outsourced manufacturing, while also aiming to keep as 

many variables as stable as possible for them to be comparable in terms of same industry, 

maturity and company size. 
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We searched for companies within our professional network and were able to set up meetings 

with five small and medium-sized enterprises (SMEs) being Company A-E and one large 

enterprise being Company F. SMEs are defined as enterprises with fewer than 250 employees, 

while large enterprises have more than 250 employees. Even though Company F is a larger 

enterprise compared to the others with its five divisions, each division operates independently 

on their own industry area. Also, each division has a size that is comparable with the other 

companies. It would have been more optimal, if we had found another SME to interview, but due 

to the limited time frame to complete the project, we decided to proceed with the planned 

meetings.  

 

Looking at the overall industry, Company A-E relates to each other in terms of their offerings. 

Their products fall into the category of home and lifestyle products: Kitchen tabletops, designer 

furniture, home green houses, indoor and outdoor LED lighting, and garden furniture. Again, 

Company F falls a bit in between categories as their textile products would ultimately also end in 

the hands of the clients of the other companies. A hotel and restaurant business might purchase 

indoor and outdoor furniture for the lounge and seating area, but they might also make use of 

Company F’s services in terms of textiles used in the restaurant for table settings as well as duvet 

covers and towels in the hotel room. Therefore, we argue that the relation between each 

company’s industry is comparable in this setting.  

 

Most of these companies were founded in the 1950s and 1960s. Also, three of them have another 

thing in common being family-owned business passed on through generations. In terms of 

maturity of the company, they are all operating at quite the same level just apart for Company D 

and Company E. Company D is still new compared to the others. These two companies may even 

be defined as a micro enterprise as it has fewer than 10 employees - but just a short time ago, 

the company had more employees than they do today. 
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Table 2: Company overview 

Source: Own processing 

IN-HOUSE MANUFACTURING ESTABLISHED END USER PRODUCT EMPLOYEES 

COMPANY A 1968 Wooden tabletops 40 

COMPANY B 1954 Designer furniture 50 

COMPANY C 1963 Home green houses 150 
    

OUTSOURCED 

MANUFACTURING 

ESTABLISHED END USER PRODUCT EMPLOYEES 

COMPANY D 2007 LED lighting 3 

COMPANY E 1995 Garden furniture 5 

COMPANY F 1958 Textiles 2000 

 

Interview process 

As we are two authors on this project, we decided to conduct the interviews ourselves. For each 

interview with the CEO of the company, we were both present. The reason for this was that it 

would enable one interviewer to engage more in the conversation with the respondent, while 

the other interviewer could keep the interview on track according to the topics listed in the 

interview guide along with time management. This method was refined already after the first 

interview with Company A, when we realized how the interviews could conducted more 

efficiently. 

 

We visited all companies at their respective locations except from Company E, who we got in 

touch with at another site. At first, we set up the meeting with the CEO of each company with 

the thought that we could find an employee working within the core activities of the production 

or sales to talk to when we were there. That was quite an optimistic thought, since we usually 

had booked two different companies in one day that might be in different regions of the country. 

So, we did not account for the working hours in the production as it is custom that the employees 

in these departments meet and leave earlier than, for instance, the staff working in the offices. 

Therefore, we experienced that those we wanted to talk to had already left work, when we 
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finished the interview with the CEO. This was solved by conducting the missing interviews later 

through Skype or simply by a phone call. 

 

An interview guide was prepared for the CEOs prior to the meetings. There were three overall 

topics divided into 10 questions, including introductory questions to make the respondent feel 

at ease. We estimated each interview to be no longer than 45 minutes. Then, we would conduct 

a shorter interview with a Supply Chain Manager or Sales Manager from the respective company 

to possibly follow up on questions that might not have been covered with the CEO or to mainly 

give their perspective on their performance within manufacturing process or product 

development. This was estimated to a short interview of approximately 10 minutes. Therefore, 

we initially aimed at conducting at least twelve interviews, but we ended up with only ten. The 

reason for this is that two of the companies in the outsourcing group, Company D and Company 

E, both had a few numbers of employees. The idea was to get the perspective from an employee 

who was more hands-on and worked closer to the manufacturing process compared to the CEO 

of the company. But in these two cases, the CEO also had the responsibility for this area, including 

the direct communication to the external outsourcing partners. Therefore, there may be some 

level of bias in their description of the manufacturing process as we expect the CEOs of having 

the tendency to shed an overall positive light on the company.  

 

During our visits, we were given a tour through their production facilities. For the companies that 

manufactures in-house, we could see how the materials were gathered and processed until it 

resulted into a finished product. For those who had outsourced their main production to Asia, 

we had a tour in their service facilities and storage to see how the products were kept until 

shipped off to customers. 

 

Interview guide 

Semi-structured interviews are conducted with three companies that do in-house manufacturing 

and three companies that do outsourced manufacturing. There will be two interviewees from 

each company in the positions of CEO and Supply Chain Manager or equivalent. We will conduct 
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the full interview with the CEO and a smaller interview with the Supply Chain Manager, where 

the questions that the CEO might not have touched upon will be asked here.  

 

We initiate the interview with a short presentation of ourselves and the purpose of our thesis 

project. We thank the interviewee for taking time for this. Anonymity will be offered. We will ask 

for permission to record the interviews. We let the interviewees get comfortable by starting with 

introductory questions. 

 

Introduction 

1. Can you briefly tell us a bit about the company and its background? 

2. What is your role in the company? 

 

Manufacturing 

3. Can you describe your manufacturing process? (Understanding of their supply chain) 

4. Which factors determined that you chose this manufacturing process/location? Has the 

process always been like this? (In-house or outsourced) 

5. What are the biggest disadvantages to manufacturing in this way? (In-house or outsourced)  

 

Innovation 

6. How do you work with innovation in your company? (The company’s perspective) 

7. How important do you think innovation is in your company? (For example product innovation, 

process innovation etc.) 

8. Do you think that you would be better or worse at innovation if you manufactured in a different 

way? And why? (For instance, if they work with in-house manufacturing then ask about the 

possible use of outsourcing) 

 

Innovation performance 

9. Do you feel that the company has succeeded in the work with innovation? (Examples on 

scenarios - possibly ask for numbers, new products, high/low impact etc.) 
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10. What are your thoughts on innovation projects in the future? And do you think you can 

succeed in this with your current manufacturing process? (Expectations, prioritizing) 

 

Recording and transcription 

When conducting the interviews with the CEOs, we made sure that we always had two recording 

devices available in case of technical problems might occur and result in missing sound files. As 

most smartphones have recording applications, we used our mobile devices as the primary 

recorders. In addition, we had a Zoom H4n Pro recorder as a backup device, if there were any 

problems with the smartphones. We used a free web app to transcribe all the recorded 

interviews named oTranscribe. By using the web app, we could slow down the speed of the 

conversation and spare the time of switching between Quicktime and Word, while it 

automatically saved the transcripts and kept them private (oTranscribe.com, n.d.) All interviews 

were conducted in Danish apart from the Head of Development in Company C, who is situated in 

their department in England. Then, we transcribed everything in its original language, but when 

we used any statement for quotes – we translated these into English. We split the workload 

equally between the two of us in terms of transcribing the records into written form.  

 

3.4 Coding and analyzing the data 

After completing the process of transcribing all the interviews, we went through the transcripts 

as a quality check to ensure the interviewees’ anonymity as promised. At the same time, the 

transcript documents were aligned in terms of font, font size and page setup to make the process 

of coding and analyzing the data easier. Since we were two people working on this, we had to be 

able to access and view all the data in the same way to prevent misunderstandings from 

happening during the analysis part. After conducting the interviews and having read the 

transcripts as well, it was possible to identify some recurring topics that the interviewees shared 

their views on. While our interview guide initially framed the setting with general topics such as 

manufacturing, innovation and innovation performance – the conversations all led to more 

specified areas. This included their knowledge and hands-on experience on in-house 
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manufacturing, outsourced manufacturing, product innovation, process innovation, and open 

innovation in terms of finding the right type of collaboration.  

 

We have given each respondent a code name to simplify the referencing when we quote them 

in our analysis. The following table provides an overview of all the code names (See Table 3). All 

of the transcripts are available in a shared folder on Dropbox (See Appendix A). Then, we 

gathered statements from the transcripts that related to the identified topics in an Excel sheet 

to use for our analysis (See Appendix B). This data was then compared between the different 

companies.  

 

Table 3: Respondent codes 

Source: Own processing 

Company Respondent Respondent code 

Company A CEO CA1 

Company A Supply Chain Manager CA2 

Company B CEO CB1 

Company B Supply Chain Manager CB2 

Company C CEO CC1 

Company C Head of Development CC2 

Company D CEO CD1 

Company E CEO CE1 

Company F Division Director CF1 

Company F Sales Manager CF2 

 

For some of the statements and answers the relation between the topic (for instance, innovation 

performance) and the companies’ way of manufacturing was explicit and easy to decode. 

However, for some answers and statement we had to pay special attention to the companies’ 

way of manufacturing and how this could possibly be an underlying reason for any of the answers 

and statements. The data can, therefore, be classified in two parts that both was used to form 
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the insight in this study. Being semi-structured interviews, not all data was usable and able to 

pass as evidence for the study, which means that we throughout the analysis have been careful 

not to overinterpret answers and statements, and not to give any single answers or statements 

to much weight in the analysis. The analysis in this study has primarily revolved around the 

qualitative data in terms of the semi-structured interviews and the respondents’ statements from 

each case company. 

 

3.5 Trustworthiness and authenticity 

Validity relates to the consistency between the applied theory and the collected data, including 

how relevant the findings are to the project. Reliability refers to whether the process repeatedly 

could achieve the same results and thus being reliable (Andersen, 2014). The validity could have 

been slightly increased by sending a draft of our findings to the case companies and invite the 

interviewees to comment on the results, including having them approve the transcripts of the 

interviews. We decided to skip this practice as the individuals we needed to interview all had very 

busy schedules. For instance, the CEO of Company A was preparing for one the largest furniture 

and interior design fairs abroad, while the Division Director from Company F were just a few days 

from going on a business trip. Therefore, we chose to limit their involvement in terms of saving 

time and making them more agreeable to participate in our research project.  

 

In addition, we have not collected quantitative data ourselves. Instead, we have used a recent 

study on outsourcing and backshoring of Danish manufacturing companies (Arlbjørn et al., 2013) 

to support our research. They have collected both qualitative and quantitative data in relation to 

the four globalization strategies: outsourcing, insourcing, offshoring and backshoring, which are 

also relevant to our field of search. In terms of the concepts of open innovation, product 

innovation and process innovation, we have also found academic journals and literature to help 

us analyze the qualitative data. We believe that our research gives a great indication on what 

Danish companies may interpret as the main challenges when it comes to succeeding with 

innovation performance. 

 



Henrik Hungeberg & Shanice Abalos  Towards higher innovation performance 

37 / 77 
 

In terms of reliability, we believe that if the interviews were conducted with the same six 

companies, then it would result with the same overall statements about their manufacturing 

process depending on the time frame, as we have no guarantee of them changing their supply 

chain strategies in the future. There is, however, a probability of having lost some of the context 

during the transcription phase, as the gestures and mimics of the respondent do not display in 

written form. This includes the understanding of certain industry lingo and acronyms. Still, we 

believe that the conducted interviews are reliable as all the respondents were open to share both 

the strengths and weaknesses in their manufacturing process.  

 

4 Findings 

We did not expect that the answer for the research question “How does in-house manufacturing 

compared to outsourced manufacturing influence innovation performance in SMEs?” would be a 

simple matter of one being superior to the other in an explicit way. Instead, we expected that we 

would be able to point out similarities and opposites between the two ways of manufacturing 

and its impact on innovation performance for the company. In order to best embrace the nuances 

on this topic, we employed a cluster analysis for extracting findings. 

 

4.1 Analysis clusters 

In order to get the best structure for extracting findings from the data, we have derived a series 

of clusters from the coding of the interviews with the companies. These clusters are relatively 

large and all of them could have been analyzed in more depth due to this. Although these clusters 

are not exhaustive for describing how the manufacturing way and locations impact on innovation 

performance, they are very telling and well-suited for making an overall analysis for answering 

the research question at hand. 

 

4.2 Product innovation 

Innovation is much more than just product innovation. However, for many companies, product 

is core and innovation often revolves around product innovation to great extent. All the 
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interviewed companies manufacture physical products – in-house or outsourced - and are all 

actively renewing their product portfolio on a running basis. This is mostly but not limited to what 

can be defined as incremental innovation. However, all the companies expressed some vision to 

also do more radical innovation but saw different obstacles in doing so. For all companies, 

product development is mostly done in-house but for several of the companies - especially design 

partners are a part of the process. 

 

In this section, we analyze the interviewed companies work with product innovation and 

especially the efficiency of their product innovation process. We also analyze the companies’ 

innovation performance within product innovation with their own goals and expectations for this 

area taken into consideration. 

 

In-house manufacturing companies 

Starting from the top, product innovation in Company A is at a high degree driven by their 

customers who demand different – almost custom – solutions. Product innovation has also taken 

place internally, but in an ad-hoc way. In such a way where skilled craftsmen after working with 

the products for many years have seen opportunities for utilizing existing equipment and 

materials in a new way - making its way into the companies’ offering. This process has been very 

slow and in general, the products that the company manufacture today are very similar to the 

ones they did 50 years ago. 

 

The newly appointed CEO of the company is eager to change this ad-hoc way of working with 

product innovation and has a vision of structuring this in an internal academy that will work with 

a method much like a stage-gate process, but still utilizing the experience of the craftsmen. He is 

however also determined to keep the company close to its roots and do not foresee the company 

being highly active in product innovation in the future either. The work that does go on will just 

be more structured to make sure that good ideas do not get dropped on the floor – increasing 

the efficiency. 
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The customer and demand-driven approach to product innovation is something he is sure to 

maintain and even develop further. Being an in-house manufacturer is key in making this possible 

as made clear by the following quote by the CEO, where he describes his first try in driving the 

creation of a new product and in the process received input from one of the company’s craftsmen 

who had been spending a few hours tinkering with the idea. “…Then, he tries to shape it into 

form and then comes back to say that it is possible in such and such way. That opportunity 

definitely gives us some advantages in our world.” (CA1, 2019, p. 7). The product was for a 

customer who had been turned down by several other competing manufacturers. Status as of 

today is, however, that a very big portion of the company’s turnover comes from products that 

are very similar to the ones that the company have been selling almost its entire lifetime. 

 

Although while also manufacturing esthetic product for the home, the approach towards product 

innovation is a bit different in Company B. The company is very design focused and the product 

innovation process is characterized by this. To a large extent external and well-known designers 

are used as part of the innovation process when the company creates new furniture. The 

company has been fortunate and skilled enough to have achieved a strong reputation among 

designers. The designers often earn royalties per product sold and are, therefore, looking to 

cooperate with the best manufactures in the industry. This means that the company to some 

extent can pick and choose and always have a backlog of nearly finished designs that they can 

pick up work with. Although the company still has work to do before they can begin 

manufacturing, this makes for a very efficient product innovation process. 

 

These products often represent temporary designs that have a relatively short lifetime. The 

company also manufactures what they call Super Classics which are ‘evergreen’ design furniture 

that have had a lifetime of several decades. Although the temporary designs that are the core in 

the company’s product innovation efforts account for almost the same turnover as the super 

classics it is not something that the CEO feels should have more focus. “If there is any surplus of 

resources then, it is a good strategy to focus on some of the new items that are much more 

marketable – which is like the frosting on the cake” (CB1, 2019, p. 5). It is evident that the ‘heart 
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and soul’ of the company are the Super Classics and the engagement within product innovation 

is limited by this. 

 

A much more structured approach towards product innovation is found in Company C. It is done 

entirely internally, but with ideas to some extent taken in from B2B customers who have specific 

demands. The company manufactures hobby greenhouses which is a very seasonal product. 

Because of this, new product development usually revolves around an annual cycle where 

products must be fully sellable by spring. The aluminum profiles used to make the structure of 

the greenhouse is something that helps to speed up the innovation process as they offer a very 

high degree of modularity. Implicit in this cycle and the modularity of the product is of course 

that product innovation often becomes incremental, as there is little wiggle room to work with 

more radical time-consuming projects because of the repetitive deadline in spring. However, this 

is also a conscious choice because of the industry that the company operates in as pointed out 

by the CEO: “When people talk about innovation, they often have radical innovation in their 

minds. However, in reality, our world is quite conservative and therefore, it is more likely to be 

micro innovation.” (CC1, 2019, p. 7). With that being said, the company can run a quite efficient 

product innovation process. This is partly due to a skilled workforce, but also very much because 

of the repetitive method and the modularity in the product. 

 

Outsourced manufacturing companies 

Starting with Company D that has a sort of two-sided approach towards product innovation with 

the split being: 

• Lighting solutions for customers 

• Own products 

In the solutions for customers, the needs are presented by the customer and the company works 

as a type of consultant. With their extensive knowledge within lighting and experience within 

manufacturing in China, they can run this process much more efficiently than the customers 

would be able to do themselves. The company works as an innovation partner that translates 

business needs into a product that the Chinese manufacturers can produce. The company has 
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decided to utilize the same expertise to develop products that they will market towards end 

consumers themselves. First up is a series of home lamps designed in collaboration with an 

external designer. The product is due to go to market later this year. 

 

The company can run a more efficient innovation process specifically within lighting than 

companies who are not usually engaged in this field – otherwise their consultancy business would 

soon be failing. However, it is also clear that they are experiencing trouble in the innovation 

process. The CEO is very aware of this himself and states that the main argumentation for 

outsourced manufacturing is less regulation and lower costs: “If you do not have the name, sales 

organization and the setup for it – then, you will be in our situation and in that case, it will not 

matter if it is a washing machine or a lamp that you are manufacturing – it is the same problem. 

You will not have the opportunity to produce at a price that the consumer is willing to pay” (CD1, 

2019, p. 1). It could seem that the consultancy business is more based on their knowledge within 

lighting than their competencies within innovation and what they earn from having outsourced 

manufacturing. Today, the company’s first new product is well underway towards being 

launched, but still the company’s survival is 100 % based lighting solutions for other customers. 

 

Company E’s way of working with product innovation probably represent how a lot of SMEs with 

outsourced manufacturing do. The design for the products is developed internally in the company 

or in collaboration with external designers, before it is all made into drawings that are sent off to 

the manufacturing site in Indonesia. This is the time when a lot of companies run into trouble 

with costs and how manufacturing-friendly the products are. But because Company E is in fact 

owned by the manufacturing company, the cooperation is very closely knit. Because of this, the 

way from work drawing to finished sellable product is not very long. The process is very efficient 

and probably something that a lot of other SMEs with outsourced manufacturing, for instance 

Company D and F, would wish for: “We have the same challenges with sourcing as others. But 

we also have some advantages from it” (CE1, 2019, p. 2). 
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The company does not represent a big account for the manufacturing company. In addition, they 

do not get special discounts or similar. So, despite the shared interests, the success of this 

cooperation is more down to the fact that they have been able to build a very close partnership 

from day one as it has never been an option to switch to other manufacturers. 

 

Company F’s product innovation process takes place in close collaboration with their customers. 

A product for a customer - except for the actual cleaning of the fabrics – usually consists of two 

things: 

• The fabrics themselves such as work wear, sheets, cloths and so on that are often made 

to preference for each individual customer 

• An infrastructure system custom made for each customer. This can consist of hardware, 

for instance, wending machines for work wear, and software such as automatic ordering 

of new fabrics 

The infrastructure system is made in-house and is rarely an issue according to the CEO. Up to this 

point, however, the development of new fabrics for customers have been a very inefficient 

process. The sales manager explains: “Today, we do not have any sourcing ourselves. Currently, 

we purchase everything at our subcontractors which is a huge impediment. Because we cannot 

be particular innovative in any way, when our customers come and send us requirements about 

getting a pocket or another item somewhere – or about a bad fitting” (CF2, 2019, p. 1). Company 

F has, however, also had one really big success with product innovation of fabrics. In collaboration 

with a partner, they have invented a new cleaning fabric that today accounts for 1/3 of their 

turnover. 

 

Summary 

When it comes to product innovation outsourced manufacturing, companies tend to spend more 

of their efforts on developments that can be classified as radical innovation compared to the in-

house manufacturing companies that tend to focus almost fully on incremental innovation. The 

reason for this is somewhat diffuse, but it is likely that these companies are more risk-averse and 

feel that they need to make sure that their manufacturing resource is fully utilized. Because of 
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this, they innovate products they are sure to sell rather than pursuing a product that might be 

the next big thing or at the same time might also fail completely. 

 

The in-house manufacturing companies are often very successful in product innovation, 

especially incremental innovation. An obvious reason for this is due to the sheer amount of skill 

gathered in these companies making them able to innovate and manufacture sound products. 

When looking at the efficiency of the product innovation processes, it seems that in-house 

manufacturing companies can have a much more efficient process than the outsourced 

manufacturing companies. Although the world is now more connected than ever, the differences 

in terms of time and culture still means that cooperation can be hard. This inefficiency for the 

outsourced manufacturing companies also means that they tend to be a somewhat less 

successful in their product innovation. The exception is Company E that may have found the 

golden formula on how to run a very efficient product innovation process while having 

outsourced manufacturing. A very close and long-term partnership with the manufacturing 

company has certainly been a strategy that has made a big difference for their product innovation 

efficiency. 

 

4.3 Process innovation 

Process innovation is about innovating either internal processes like in the manufacturing process 

or processes that also affect the customer, for instance on delivery or customer service. In this 

section, we analyze the interviewed companies’ work with process innovation, how much focus 

this has in the company, and especially the efficiency of their process innovation process. We 

also analyze the companies’ innovation performance within process innovation with their own 

goals and expectations for this area taken into consideration. 

 

In-house manufacturing companies 

According to the newly appointed CEO, process innovation is not at all something that Company 

A has spent very much time on for many years. Processes in manufacturing, logistics and so on 

have all pretty much been the same since the company was founded. When touring the factory, 



Henrik Hungeberg & Shanice Abalos  Towards higher innovation performance 

44 / 77 
 

the CEO pointed to a machine and said that this machine was bought by the founder when 

starting up the company in 1968. If that machine gave in, the entire production would 

immediately grind to a halt. A disturbing thought when spares are no longer available. This is a 

clear indicator of the almost non-existing level of process innovation. 

 

The CEO is now specifically looking into how robotics can make the production of table tops much 

more efficient without taking the skills of the craftsman out of the equation. He has a clear goal 

for this: “The closest to an innovation process that we have started involves how we can double 

our revenue without having to wear down our employees. For instance, when there is an 

employee that buffs all day long and then, he must suddenly process double as much. In that 

case, can machines possible replace some of the work so that the employee is only left with the 

super finish of the item that gives the final craftsmen touch to the product at the end?” (CA1, 

2019, p. 11). Process innovation will play a big role in the coming years in Company A, but in the 

past, the efficiency of process innovation and the innovation performance in this field has been 

very poor due to lack of focus. 

 

Company B has much like Company A not been spending loads of resources on process 

innovation. Although some level of automation and new processes especially in the 

manufacturing process have been employed in the recent years, the CEO feels that there is big 

potential to be unlocked within process innovation. To facilitate this, a new employee along with 

an assistant has entered the company: “They are hired with the understanding that we need to 

take action and create some innovation in favor of the company and its employees” (CB1, 2019, 

p. 4). Like the CEO of Company A, the CEO is very alert that the craftsmanship within the company 

cannot suffer under the increased focus on process innovation: “We need someone from the 

outside that dares to challenge the conceptions that we are used to, and someone who has ideas 

to do what is important. I think that is important and I prioritize it highly. Of course, you need to 

make sure to weigh the options so it may continue in a good matter. So that you do not disturb 

too much and make it affect the core business negatively. There is a saying that ‘Never change a 

winning team’, but then you will never be able to move on. On the other hand, you should not 
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revolutionize so much that everything will grind to a halt. It is an art to be able to tackle this with 

both perspectives in mind.” (CB1, 2019, p. 4). The company have shown some efficiency and an 

acceptable innovation performance but are determined to increase it in the future. 

 

Historically, Company C has had a big focus on process innovation. The CEO describes internal 

innovations like semiautomatic packaging of the greenhouses and reinventing the painting of the 

greenhouses that was earlier painted piece by piece after machining. Now, machining is done so 

carefully that painting can be done before – making a big save in labor and internal logistics. This 

strong focus on process innovation continues today where robotics plays an active part: “Next 

week, our new robotic arm will arrive and be installed. When you begin to even consider those 

thoughts, suddenly, it appears that there a lot of stuff that can be done something about” (CC1, 

2019, p. 11). 

 

The CEO states the company will continue to have a strong focus on process innovation in the 

future and that the novelty of innovation will be higher in this field than in product innovation. 

He even believes that this can mean that a portion of the manufacturing that today takes place 

in China can be backshored: “The most radical stuff is probably done on the processes, but it is 

still difficult to say anything on how quickly it will go. But the fact that something will come out 

of it, there is absolutely no doubt about it. Even if it leads to us bringing all of our production back 

to our home country – in fact, we are already starting on this process. Is that important? Well, 

yes – I am actually quite proud of it. I think that it is a great story” (CC1, 2019, p. 11). There is no 

doubt that company C have been very efficient in process innovation and with high innovation 

performance. 

 

Outsourced manufacturing companies 

Process innovation in Company D is primarily centered around making a smoother process in the 

consultancy part of the business where the company facilitates the Chinese manufacturing of 

new products for customers. However, as it is mostly small series of products, the potential in 

process innovation is small and because of this does not receive much attention from the 
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company. The innovation performance is low because of this lack of focus. Much like Company 

D, process innovation does not take up much focus in Company E. The primary focus is more on 

product innovation. The innovation performance is low because of lack of focus. 

 

Company F is in strong opposition to the other two outsourced manufacturing companies. In the 

recent years, they have had a strong focus on process innovation especially within internal 

logistics and logistics for the customers – making sure that they always have easy access to the 

needed fabrics. The following statement from the Division Director underlines the value of this 

process innovation: “There is a chip in all of our products, which helps us to manage it. We can 

scan it at the customer’s location. We can scan it at our location, so you can see the history on 

the item and where it has been. You can see which processes the item has been through etc. So, 

the overall logistics all the way around – that is some of the things that are most important for 

our customers” (CF1, 2019, p. 3). The chip along with software developed individually for each 

customer means that processes have a much higher degree of details today which is important 

for many customers types, for instance within food and beverage, where traceability is a must. 

This also makes the processes much more efficient internally. The process innovation related to 

the software for each customer is a very efficient process and in general, the company has very 

high innovation performance within process innovation. This is where they create value for their 

customers and financially compared to their customers. 

 

Summary 

Process innovation is very high on the agenda for all the in-house manufacturing companies. 

Especially, automation and robotics seem to be something that the SMEs now really are digging 

into and see a big potential in. In that context, it is worth remembering that Denmark is one of 

the countries in the world with the highest labor cost and therefore, the incentive for automation 

and robotics might be bigger here than in other countries with lower wages. 

 

The manufacturing process accounts for a very big part of the process in the in-house 

manufacturing companies and with this not being present in the outsourced manufacturing 
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companies, process innovation does not receive nearly as much attention. This might be justified, 

but Company F has proven that a strong process innovation focus can create big value even in 

outsourced manufacturing companies. 

 

4.4 Open innovation 

Open innovation relates to an innovation process where external actors takes part in the 

innovation process. These actors can range from customers over universities to competitors who 

play an active part and adds knowledge from outside the company’s organization. It is well 

known that the level of openness in innovation can have a big impact on innovation performance. 

At first glance, it seems that there is a distinctive difference in the level of openness in innovation 

for in-house and outsourced manufacturing companies. 

 

In this section, we analyze the level of openness in innovation in the interviewed companies. We 

also analyze whether the fact that they are an in-house or outsourced manufacturing company 

affects the level of openness in their innovation processes. 

 

In-house manufacturing companies 

As mentioned earlier, Company A has historically been very customer-driven in especially 

product innovation. Regarding open innovation, it has, however, been in a somewhat backwards 

way where customers have asked for different solutions and the company has tried to resolve 

them. Other than innovation driven by demand from customers, open innovation has been 

almost non-existing in Company A. Products have evolved very little over time and the 

evolvement that has taken place – besides the customer and demand-driven - has been driven 

almost entirely by the skilled craftsmen at the factory that have come up with new innovative 

products and solutions. 

 

The fact that the company is an in-house manufacturer and has a lot of product skills, in-house 

has influenced the low level of openness in innovation. The newly appointed CEO sees limitations 

in the company’s innovations efforts due to the very closed approach and again, he sees the 
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creation of an academy as part of the solution towards a more open innovation approach and an 

improved innovation performance in general: “You could invite an interior designer and maybe 

another designer who works with colors – and have them come by” (CA1, 2019, p. 4). 

 

Being a very design-oriented company, Company B has a more open innovation approach than 

Company A. Product innovation is almost exclusively done in corporation with designers. As 

mentioned earlier, the company has earned a good reputation among designers who like to work 

with the company in order to ensure that their designs are manufactured in a proper way and 

are sellable in the market. This collaboration between the company and the designers has 

become very valuable for both parties which might be the reason that the company is hesitant 

to open the design process further – at least when it comes to product innovation. This probably 

has a bigger effect on the low level of openness in innovation than the fact that they are an in-

house manufacturing company. At least, they are trying to be more open in process innovation 

where the new employee mentioned earlier, among other things, are cooperating with the 

company’s business partner in for instance optimizing the usage of materials like leather. 

 

Today, the approach towards innovation in Company C is completely closed when it comes to 

product innovation. This is partly since the company’s products have been copied several times 

by competitors which has led to a sort of fear with externals, but also a belief that it is done best 

completely within ranks. Attempts for a more open innovation approach have been made at 

different points in the company’s history, but the experience from this has led to the process 

today being very closed. Friends of the house and/or customers are used to, for instance, verify 

the look and feel of new products, but not in the actual innovation process. During the interview, 

the CEO refers to the a more open innovation process as being “the horse and the car all over 

again” with regards to Henry Ford’s invention of the car in a period where people usually 

transported themselves by horse and would probably have opted for a faster horse for more 

efficient transport. The company firmly believes that they know best when it comes to 

greenhouses. To some extent, this probably has a connection to the fact that the company is an 

in-house manufacturing company as this surely affects the self-image of knowing best. This is 
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also seen in process innovation, but in a less distinct way. Ideas are mostly derived internally, but 

often developed further towards realization with external partners. 

 

Outsourced manufacturing companies 

Company D is as mentioned earlier almost entirely focused on product innovation. However, in 

product innovation they represent a quite open innovation approach. One might say that their 

consultancy work almost represents a process where they mitigate an open innovation approach 

that they themselves play an active part in along with the customers and the offshore 

manufacturing company. In that way, the fact that Company D is an outsourced manufacturing 

company has a very big influence on the level of openness in their innovation approach. The 

company is to a large extent built on open innovation. 

 

Much like Company B, Company E is a very design-oriented company that for some products 

make use of external designers. The CEO who is very involved in these processes describes how 

some designers play an active part in the process and how others just deliver a finished design: 

“Depending on what designers you work with, some are very cantankerous and think that the 

design should be completely as defined by them. There also some that understand the 

commercial side of it and that if we should reach a descent volume, we have to make 

compromises on certain things” (CE1, 2019, p. 4) 

 

From design and onwards in the product innovation cycle as well as in process innovation the 

level of openness in innovation can be discussed. Much of it does not involve external partners 

other than the manufacturing company that is also the owner of Company E. In that sense, the 

company employs an innovation process that is completely open towards the manufacturing 

company that is used as a partner in that perspective. This is of course completely due to the 

ownership and in turn the fact that it is an outsourced manufacturing company. 

 

Company F can showcase a strong example of the power of open innovation. A few years ago, 

they were asked by a customer if they were able to make a cleaning cloth for super-clean rooms 
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used for operations etc. That meant that cloth should clean very effectively while not leaving 

behind any fibers or other particles. Together with the customer and a partnering company 

specialized in fibers and fabrics, they were able to come up with a revolutionary new cloth that 

met all criteria. This cloth now accounts for 1/3 of the company’s turnover. The CEO is very 

honest that this radically innovating product could have never been developed internally: “In 

relation to [the product], it was obvious that the company in Japan were simply the world’s 

biggest and they are extremely innovative” (CF1, 2019, p. 6). It is easy to believe that the success 

and willingness to have an open innovation approach is because the company is an outsourced 

manufacturing company. Would the company even have pursued such a task if they were an in-

house manufacturing company - knowing that they likely would not be able to succeed? 

 

Summary 

It seems that outsourced manufacturing companies tend to be more open and less closed around 

themselves when it comes to innovation. This is of course partly due to the nature of outsourcing 

where partners are integrated part of everyday business, but it seems that it might be rooted in 

something far deeper – the very identity of the companies. We will go further into this in the 

following as there seem to be a chicken-and-egg situation: Are the companies more open 

because they have outsourced manufacturing or is the outsourced manufacturing more an 

indicator that they are more open? Same thing goes for the in-house manufacturing companies: 

Are their innovation process more closed because they have in-house manufacturing or is the in-

house manufacturing more an indicator for a more closed approach in general? Something bigger 

seem to be at play, but there is no doubt that the level of openness in innovation influences 

innovation performance for these companies. 

 

4.5 Organizational identity 

It seems that the company’s identity plays a role in the level of openness in innovation and the 

choice on in-house or outsourced manufacturing. Some companies appear to have more “pride” 

and feel that they know best – which may or may not be the case. However, it seems to have 

effect on their choices and in turn their innovation performance. To some extent, this may be 
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due to ownership as all three in-house manufacturing companies are/were family owned and 

founded. Two of them have now been in the family’s control for two and three generations 

respectively. It is as much a lifestyle as it is business even though the businesses are now of a 

considerable size. In that connection, patriotism might also play a role. How the companies see 

themselves has a big impact on how they innovate and how/where they choose to manufacture. 

This has a big impact on innovation performance – positive or negative. 

 

Another part of a company’s organizational identity is the market/industry they operate in and 

that also plays a role in the choice of how to innovate. Trade secrets are, for instance, more 

relevant in some industries. Also, the matter of where they manufacture also plays a role in 

regards of the complexity of product and process. 

 

In this section, we analyze what characterizes the organizational identity in the interviewed 

companies. We also analyze whether their organizational identity has an impact on the way they 

innovate and, on the decision, to be either an in-house or outsourced manufacturing company. 

 

In-house manufacturing companies 

As mentioned before, Company A has a lot of very skilled craftsmen and there no doubt that 

craftsmanship and the value of this is a big part of the company’s organizational identity. Legacy 

is important as well which, for instance, is visible in the way that the staves in the tabletops that 

are all assembled in the same way. A trademark for the company and the same for all products 

in the company’s programme. This separates Company A very much from other companies in the 

industry that to a large extent have industrialized there manufacturing process and with products 

that are more contemporary. This distinct separation is something the newly appointed CEO 

wants to maintain as he feels it holds a lot of value. He even feels that the reason that the 

company has been struggling for some years is that they have moved too far away from its roots: 

“Fortunately, we have delivered a super product throughout time. However, there has been a 

period of five years, where the story has been totally” (CA1, 2019, p. 10). Wanting to go back to 
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the roots and remembering the company’s legacy is also one of the reasons that the CEO could 

never imagine a situation where the company would not have in-house manufacturing. 

 

Company B is like Company A founded by a craftsman and to this today, craftsmanship is a core 

value. Again, this separates the company from most of the other actors in the industry who have 

industrialized and automated their manufacturing. Looking ahead, however, the CEO of Company 

B is more open towards another approach where craftsmanship is still a part of the product, but 

not as important as earlier - if the product can still be maintained as a high-end product. In order 

to do so, he feels that it is important to maintain manufacturing in Denmark: “I am thinking that 

there is already a differentiation in progress, where some consumers have the opportunity to 

purchase something in very high quality at a high price. We are mostly targeting them, which 

means really exclusive products. I believe that it is best to manufacture these in-house… We 

want to continue the work on devising and building it up. We are not at such a level where we 

can compare ourselves with an Aston Martin; handmade in England. But it is in that direction that 

we want to go” (CB1, 2019, p. 7). It is clear the company’s history has become part of their 

identity today and has an impact on both innovation and choice of manufacturing way. 

 

Over the years, Company C has become the leading greenhouse manufacturer in Europe and 

internally they like to think of themselves as trendsetters and thought of as leaders in the 

industry. When considering that several of the company’s competitors have started their 

business by copying Company C’s products, it is not hard to guess where this way of thinking 

came from. This trendsetter-position is part of why the company feels that it is important to have 

a less open approach to innovation and why they choose to manufacture in-house. 

 

Some years ago, Company C acquired a suffering competitor and the CEO feels that their 

sufferings where based on organizational identity very different from Company C’s: “They had 

outsourced the whole manufacturing process and in the meantime, the management had been 

replaced and those that we got in touch with did not know anything about green houses. It had 

simply become numbers in an Excel sheet to them” (CC1, 2019, p. 5). The CEO firmly believes 
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that the company is on the right track, but also admits that it in this case would be an almost 

impossible action to make the shift to outsourced manufacturing and that they therefore do not 

further into it as an opportunity: “Every time you make an investment, there will be something 

irreversible in that decision which means that you cannot suddenly go over in a different 

direction” (CC1, 2019, p. 8). 

 

Outsourced manufacturing companies 

Company D’s organizational identity is most of all characterized by not being very firm. Although 

always having been about lighting and with strong knowhow in this area, the company have 

changed dramatically in its relatively short lifetime. The company has experienced both rapid 

growth and rapid decline. The customer base has also changed several times from few large 

customers to many small. The company is very prepared to change its business model if they feel 

it is right or if they are forced to act. This is very conscious decision in the pursuit of growth as 

the CEO explains: “Of course, there are plenty of businesses that runs fine in status quo, but the 

hairdresser will also be there in 20 years. That is not our temper. So, you must be a person that 

wants to do that. Working with stuff that is challenging and does not always runs smoothly, and 

still be able to keep pushing” (CD1, 2019, p. 6). There is no doubt that this fluent identity explains 

why the company has a very open and active approach to innovation. The agility in having 

outsourced manufacturing also suits their identity very well. 

 

The identity of company E is very much characterized by the ownership by the manufacturing 

company. Their identity has been thrusted upon them by the owner which is not necessarily as 

bad a thing as it might sound like. However, with such a tight cooperation and at the end of the 

day lack of power to make autonomous decisions, it is inevitable that there will be many 

similarities in organizational identity and that these are dictated by the ‘older brother’. Like 

described earlier, this is not all bad as it simplifies a lot of things that are more complicated for 

other outsourced manufacturing companies. The company has a very specific set of tasks that 

they can focus solely on. This dependency on its owner also very much characterizes the 
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approach to innovation and means that there really is no choice in regards of a manufacturing 

partner. 

 

Company F is a fast-moving company and their organizational identity is very much characterized 

by big ambitions and an eager to do better. As described earlier, this manifests itself in their 

innovation efforts and the level of novelty in innovation. This also means that the company is 

changing rapidly. The CEO explains exactly how fast this has gone when asked how important 

innovation is for the company: “It is extremely important. There is no doubt about it. We develop 

ourselves incredibly much. We were a complete different business just 4-5 years ago” (CF1, 2019, 

p. 9). Outsourced manufacturing has over time become the industry standard, but it also suits a 

fast-moving company like Company F very well as it does not constrain them in the same way is 

in-house manufacturing would. 

 

Summary 

There is a distinct difference in the organizational identity in in-house manufacturing companies 

compared to the group of outsourced manufacturing companies. In the in-house manufacturing 

companies, the organizational identity seems to be characterized by pride in craftsmanship, 

legacy and history as a value that both contributes to the companies offering, but also forms 

decisions. It is important to stay close the company’s roots, and this influences the approach 

towards innovation that is often very closed and focused on incremental innovation. This also 

forms a base for not having to seek manufacturing capabilities from outside, but instead 

optimizing internally. 

 

The outsourced manufacturing companies are characterized by not being as firm in their 

principles over time. They have a noticeable identity, but it is more fluent and ever-changing. This 

means that they are very focused on staying agile which in turn as a strong reason for having 

outsourced manufacturing. This agility also means they have tendency to be more radical and 

open in their innovation approach as they are more able to pursue opportunities when they see 

them. In short, the in-house manufacturing companies are generally more focused on on-going 
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concern while the outsourced manufacturing companies are more willing to take risks in pursuing 

progress. 

 

4.6 Innovation performance 

Finding a good measure for a company’s innovation performance can be very hard and in SMEs 

innovation performance is often something that is measured by gut feeling. Quantifying and 

comparing innovation performance is, therefore, a hard job. In this section, we analyze how the 

innovation performance have been in the interviewed companies and how this compares to their 

expectations. We also initially analyze the impact of in-house and outsourced manufacturing on 

innovation performance in the companies. A key finding in answering the research question. 

 

In-house manufacturing companies 

The innovation performance in Company A has been very low in the recent years. Like described 

earlier, the level of process innovation has been almost non-existent over the company’s lifetime. 

Some of the machinery have been in use since the company was founded and the techniques 

used in manufacturing and the rest of the company are all very similar to what they have been in 

the company’s more than 50 years in business. According to the CEO, this will all change in the 

coming years, but facts remain that the innovation performance has been very low in the past 

years. 

 

When it comes to product innovation, attempts have been made in the recent years but with 

very low innovation performance. Like mentioned earlier, the CEO feels that these attempts, 

other than them being unsuccessful in themselves, have brought the company away from its 

roots. He wants to bring it back and describes the reaction from customers he visited shortly after 

he was pointed as an example of why: “Why have you been gone this long? It is so nice for you 

to come back and visit us again” (CA1, 2019, p. 10). Hence, the innovation performance will 

probably stay low in product innovation while being boosted in process innovation. The low 

innovation performance is to a large extent due to the company being built on a base of internal 
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craftsmanship. In-house manufacturing is in that perspective partly a reason for the low 

innovation performance. 

 

Company B is pleased with their own innovation performance as the CEO explains: “Yes, I do 

believe that in terms of what it realizable. You may wish for a lot of thing and then not be able to 

realize everything at once… On the product side, we have largely achieved the product 

development that we aimed for, and I am very satisfied with the processes that we have started 

internally” (CB1, 2019, p. 5). However, this quote also underlines that even though they are 

pleased that is more an expression for a steady innovation performance, but on a moderate level. 

It is clear that the moderate innovation performance is partly due to the risk-averse approach 

towards innovation which is strongly connected to them being an in-house manufacturing 

company and wanting to make sure that the production line can run at a steady and efficient 

pace. 

 

The innovation performance in Company C have been quite high in recent years. The most radical 

innovation has taken place within process innovation, but also the minor steps within product 

innovation have been quite successful. The CEO feels that this successful mix is a strong reason 

that the company is thriving today rather than being in decline: “The products that we 

manufacture in Denmark today are definitely an effect on a necessary innovation, which came in 

relation to this situation, where we had been scarcely innovation for a number of years. We 

struggled with low wage areas, where we in some period did not earn money on the product” 

(CC1, 2019, p. 9).  

 

Could the company have had same strong innovation performance if they had outsourced their 

manufacturing instead? The CEO feels that this would not have been possible: “We have some 

green houses that we still get manufactured at subcontractors. I believe that it is apparent that 

they do not share the same understanding of what the product should be capable of, and they 

do not spend the same amount of resources to finetune as we do in our own production” (CC1, 

2019, p. 8). 
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Outsourced manufacturing companies 

As the innovation performance has been high within product innovation in Company D is given, 

which they would otherwise lose their business foundation. If they could not mitigate the 

innovative solutions that their customers are demanding they would simply not be able to stay 

in business. As mentioned earlier, Company D has a distinct lack of focus on process innovation 

and the innovation is in that connection very low and unmeasurable. In general, the CEO is 

pleased with company’s innovation performance, but also feels that it is critical for their survival 

that it remains high: “When you are a small company, you are always forced to develop yourself. 

The competitors are out there all the time. You need to keep saying that it is fine that we live off 

these light bulbs today, but what should live off of tomorrow?” (CD1, 2019, p. 6). It is hard to say 

how the company’s innovation performance is impacted by their way of manufacturing as their 

business model would be completely changed if they would in-house manufacturing instead of 

the setup they have today. 

 

The efficiency in the cooperation between Company E and their owner/manufacturing partner 

means that they have been able to maintain a high innovation performance within product 

innovation. Like Company D, there is a distinct lack of focus on process innovation which means 

that the innovation performance in this field is very low and unmeasurable. It is hard to imagine 

that the company would be able to achieve a much higher innovation performance within 

product innovation by shifting towards in-house manufacturing as they are already benefitting 

from some of the synergies in this due to the close cooperation with the manufacturing partner. 

 

The innovation performance in Company F has been very, very strong in the recent years. When 

it comes to product innovation, it is remarkable to have product that did not exist 8 years ago 

and today accounts for 1/3 of the turnover. A very tangible measure for an impressive innovation 

performance that is even more than the CEO could have imagined: “I actually believe that we 

have surpassed ourselves. Because if we look on the past three years and ask ourselves – what 

happened in those past three years? And how much of it did we predict? We did not predict 

much of it” (CF1, 2019, p. 12). 
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This pride is, however, not only in regards of product innovation. The company has also been 

very active within process innovation with great although not in the same measure as in product 

innovation. As described earlier, Company F would not been able to have the same high 

innovation performance if they had opted for in-house manufacturing. They would simply not be 

able to manufacture for instance this new breakthrough product in-house and how probably 

never even has pursued if they had in-house manufacturing. 

 

Summary 

Innovation performance in the companies in this study range from being remarkably low to 

remarkably high. Common for almost all is, however, that it is hard to quantify the innovation 

performance which might in fact be one of the reasons for this scattering. Without an effective 

measuring tool, it is hard to act and improve the innovation performance. 

 

There is no overwhelmingly clear indication that innovation performance is higher in either in the 

in-house or the outsourced manufacturing companies. There might be a tendency towards 

innovation performance being higher in the outsourced manufacturing companies, but also clear 

evidence that high innovation performance can be found in the in-house manufacturing 

companies. 

 

It is worth noticing that the companies that are satisfied with their innovation performance are 

also the ones that have the highest performance. This correlation is interesting and describes 

that low innovation performance is not a conscious decision to focus less on innovation, but 

rather an expression for failing in their efforts or not having the right setup for succeeding. So, is 

in-house or outsourced manufacturing a better driver for high innovation performance? The only 

right answer is: It depends. 

 



Henrik Hungeberg & Shanice Abalos  Towards higher innovation performance 

59 / 77 
 

5 Discussion and managerial implications 

In this section, we will discuss how companies can possibly use knowledge from our findings to 

improve their businesses or at least enable them to fully understand their processes that make 

them better at fostering innovation and improve their overall innovation performance. They 

range from being very simple and easily implementable to very extensive and with big impact on 

the company. 

 

Looking at the possible managerial implications, it is not limited to the decision on whether to 

manufacture in-house or outsourced in order to reach the highest innovation performance. 

Instead, takeaways are offered from comparing the two types of companies and, thereby, advice 

on how to avoid the negative implications that their type of manufacturing can have on 

innovation performance. Also, how to embrace the initiatives that can help support high 

innovation performance. 

 

5.1 Knowledge exploitation and exploration 

Organizational ambidexterity relates to companies reconciling internal tensions and conflicting 

demands in their task environments. Exploitation and exploitation are two fundamentally 

different learning activities in which companies must divide their attention and resources. 

Exploitation involves activities such as refinement, efficiency, selection, and implementation, 

while exploration relates to search, variation, experimentation, and discovery (Raisch and 

Birkinshaw, 2008). In our context, it is quite interesting to discuss how the companies exploit 

their available knowledge in-house compared to exploring knowledge outside their company in 

terms of collaboration. It is essential for the companies to be aware of their innovation 

capabilities, including in which areas they are lacking efficiency and where they succeed with 

current initiatives. From available literature on this topic, there are contrasting arguments as to 

how to manage organizational ambidexterity in practice. One scholar argues that the company is 

unable to succeed simultaneously with both exploitation and exploration of knowledge, while 

another scholar argues that a company’s long-term survival and success depend on having a 

focus on both exploitation and exploration (Raisch and Birkinshaw, 2008). 
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The findings from our analysis have shown that among the interviewed companies, those that 

have their manufacturing process in-house mostly focus on process innovation with a closed 

innovation approach. They share the perspective that they have the needed expert knowledge 

or within their field so there is no point in asking for input outside their organization. This is also 

supported by Chesbrough (2003) who has identified the contrasting principles for closed 

innovation and open innovation. The companies that work with closed innovation are more 

prone to rely on the knowledge and capabilities that are already existing within their 

organization. In the past, they have not exploited their expert knowledge to its fully potential as 

they have proceeded with the same structures and processes throughout the years.  

 

However, it appears as they are beginning to understand the importance of efficient process 

flows. For instance, Company A that is considering more investment in machines in order to spare 

the employees’ time of handling each material or product, Company B who has recently hired a 

Supply Chain Manager to optimize their manufacturing processes, and Company C who has 

invested in robotics to automize the process selection of screws and other accessories, which 

optimizes the next step of packaging the home green houses. Reichstein and Salter (2006) point 

out that process innovation is known as the most primitive form of innovation. However, it is 

evident that process innovation increases productivity. In this case, the manufacturing processes 

are optimized by investing in new machines to automate some areas as well as improving the 

communication channels with a newly appointed manager to facilitate it. Felin and Zenger (2013) 

have particularly examined the latter and found out that the reason for choosing a closed 

innovation approach also relates to the level of hidden knowledge and problem complexity. The 

communication channels are more likely to be more developed in companies that use closed 

innovation compared to open innovation due to the shared identity and language across the 

organization.  

 

On the other hand, the companies that have outsourcing as their globalization strategy has 

proven a more open innovation approach – especially focused on product innovation. They share 

the view on the principles of open innovation such as acknowledging that they do not have to 
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originate the research in order to profit from it and being able to tap into knowledge and 

expertise that exist outside their company (Chesbrough, 2003). Also, the companies that focus 

specifically on production usually tend to do so when there are operating in a market with intense 

competition (Reichstein and Salter, 2016). This is the actual case for the interviewed companies 

that have outsourced their manufacturing processes. Although a one-sided focus on exploitation 

may enhance short-term performance, it can also lead into a competency trap because 

companies may not be able to respond adequately to environmental changes. However, too 

much exploration may enhance a company’s ability to renew its knowledge base but can trap 

organizations in an endless cycle of search and unrewarding change (Raisch and Birkinshaw, 

2008). This means that the companies that have outsourced their manufacturing and have 

prioritized product innovation above process innovation must be aware of not forgetting their 

core competences. Although Company F gives a successful example of turning to exploration. 

They needed a manufacturer for a technological innovation who could produce a special fibre 

that enables cleaning without any forms of biological contamination or residues. This technology 

did not exist within the organization nor among their existing external partners. By reaching out 

to external sources of knowledge, they established a collaboration with a Japanese company that 

were experts in exactly that field. Today, that product innovation now constitutes one third of 

the whole revenue in Company F just more than three years after the launch. This also supports 

the literature on product innovation and how it has a larger technological diffusion compared to 

process innovation (Reichstein and Salter, 2006). 

 

5.2 Organizational identity 

A key finding in this study is that a company’s organizational identity often plays a very big role 

in decision making – even very big and important strategic decisions like whether to outsource 

manufacturing or not or how to go about innovation. However, it seems that many companies – 

or at least the ones interviewed in this study – are unaware as to what degree their decisions are 

influenced by their organizational identity. 
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Making decisions based on a company’s values, legacy and so on represents behavioral bias that 

in many cases can lead to decisions making that is unfavorable for the business. Some of the 

biases at play due to organizational identity are described by others, for instance, who point out 

conservatism as a behavioral bias which is one, we have seen distinctly present in all the in-house 

manufacturing companies we have interviewed (Imd.org, 2012). It is without doubt that 

conservatism has marked many big decisions or their absence in these companies. 

 

While conservatism is not generally a behavioral bias in the outsourced manufacturing 

companies, it could seem that representativeness might be. As these companies do not own and 

operate the full value chain themselves and often have an easier way to decision-making, they 

tend to jump to fast conclusions where it probably would be helpful to investigate further. 

 

Another behavioral bias we have seen is that all the companies seem to have a constant 

willingness to take risks – either being very risk willing (typically the outsourced manufacturing 

companies) or very risk-averse (typically the in-house manufacturing companies). All the 

companies could benefit from having a more objective approach towards risks and start weighing 

risk towards possible or expected outcome. Their current ways mean that they might not pursue 

innovations where risk-reward is high and do pursue some where it is low. 

 

So, is professional identity all bad when it comes to the field of in-house versus outsourced 

manufacturing and its impact on innovation? Yes and no. On one hand, a strong and explicit 

organizational identity can help define the scope of a company’s innovation approach which can 

be helpful both internally, but also in regards of customers – assuming that the company wants 

to be perceived as it perceives itself. However, it is problematic when a company’s organizational 

identity becomes so predominant that it stands in the way for objective right decisions and 

maybe even cut the path for the complete opposite. A takeaway for management is to be aware 

of the company’s organizational identity and whether it support or hinders the managements 

innovation goals. An identity is not something that is changeable short term, but if you are not 

aware of it is characteristics it will not be long term either. 
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5.3 Leadership and ownership 

In the interviewed companies, we have seen a tendency specially in the in-house manufacturing 

companies – that idea generation is not a managerial task. This might be the case, but it seems 

that management have forgotten that they are the once that set the direction and pace for 

innovation, which has proven many times to be the case (Hbs.eu, 2007). 

 

In regards of strengthening a company’s innovation performance, it is especially problematic if 

the company’s organizational identity does not support this and management is failing to create 

the right space for innovation. This will leave the company in a complete deadlock as far as 

innovation performance goes. In connection to this, it is also interesting to go up another level 

and look at the ownership of the companies and how this supports a high innovation 

performance. There seems to be a correlation between the current and previous ownership of 

the companies and their choice of whether to manufacture in-house or outsourced. All the in-

house manufacturing companies in this study are still or were family-owned and operated for 

many years, while the owner-structure is quite different for the outsourced manufacturing 

companies. As described earlier and concluded later, the way of manufacturing affects the 

innovation performance in different ways and hence a possible way of strengthening the 

innovation performance could be to change the ownership of the company in some way. A big 

decision and operation, but external owners might just be what is needed to disturb the 

conventional thinking in the company and its management. 

 

5.4 Innovation performance 

One thing that all the interviewed companies have in common is that neither has a structured or 

documented process of measuring their innovation performance. This is a rather thoughtful 

finding as measuring the innovation performance shows that the effectiveness of the activities 

does not only determine the company’s competitive advantage, but also its survival (Dewangan 

and Godse, 2014). Using KPI’s in general is everyday business even for these SMEs and surely, 

they would all argue that it is very helpful in their business. So, why do not use any tool or set of 

KPI’s to measure their innovation performance? 
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One very hands-on reason might be that so few of the companies work with innovation in a 

structured way and when it is all done in ad-hoc way, it is hard to measure anything. Another 

reason could be that some managers might feel that measuring innovation performance will 

suffocate the innovation process even though having never tested it. However, it will in all cases 

be a much harder process for the companies to strengthen their innovation performance if they 

have no clear and measurable goals and structures in place for measuring if they reach them. 

Even the goals in themselves and the articulation of innovation goals can help increase innovation 

performance. It is important to have a measuring tool for innovation performance which offers 

help in the innovation process in order to make the right decisions and assume the right amount 

of risk. A takeaway for companies and their management is therefore to consider implementing 

a measure for innovation performance. The point is not measuring but rather having a tool for 

improving innovation performance and point on indicators that make the innovation process 

inefficient. 

 

6 Conclusion 

This paper wanted to examine whether a company’s manufacturing location had an impact on 

its overall innovation capabilities. There were many other related studies in this field with a 

specific focus, for instance, solely examining companies that used outsourcing or in-house 

manufacturing respectively, and even a recent study that had examined Danish manufacturers 

and their positioning of the manufacturing process. We knew from available literature that the 

choice of outsourcing as a globalization strategy were mostly related to cost reduction following 

a tradeoff between cutting costs and resources supporting innovation. On the other hand, in-

house manufacturing might even become a constraint for innovation as companies’ innovation 

efforts might tend to revolve around the manufacturing capabilities they already possess and 

leave out opportunities that require new or hidden knowledge. The real puzzle in our context is 

whether you can split the manufacturing process from the rest of the company and be able to  

strengthen the its innovation capabilities – or if the companies that remain within one unit in 

terms of manufacturing are on the right path for high innovation performance. This had led to 
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the following research question: How does in-house manufacturing compared to outsourced 

manufacturing influence innovation performance? 

 

The research strategy for this paper was to conduct an inductive case study with a qualitative 

approach in terms of data collection. We decided on doing a comparative study between 

companies who had their manufacturing processes in-house within their organization and 

companies that have outsourced it to external partners across country borders. The data was 

collected through semi-structured interviews with six Danish companies of which half of them 

had their manufacturing process in-house while the other half had it outsourced. Apart from two 

companies, we interviewed a CEO and an employee working closer to the manufacturing 

activities – or an equivalent position. During the process of coding the interview transcripts, we 

identified five clusters for the analysis section in which we look at the companies separately as 

well as comparing one another.  

 

In our findings, we found that product innovation was more prioritized by the companies that 

were outsourcing, including being more prone to pursue radical innovation compared to those 

manufacturing in-house. Instead, their focus was mostly on incremental innovations in their 

product development. One reason for this could be that they invest more in products they are 

sure to sell, rather than pursuing a product that might be the next big thing but at the same time 

might also fail completely. However, when it comes to process innovation, we see that all the 

companies that are manufacturing in-house prioritize this highly. They are especially looking into 

automation and robotics which relates to Denmark being one of the countries in the world with 

the highest labor cost and therefore, the incentives for automation might be bigger here 

compared to low wage countries. On the other hand, the companies that use outsourcing tend 

to have a more open approach towards innovation since having external partners and established 

collaborations are a natural part of their business. One of the reasons why the companies that 

have kept their manufacturing in-house tend to work more with closed innovation is rooted in 

how they view their organizational identity. The common perspectives for these companies were 

characterized by pride in craftsmanship, legacy and history as a value that both contributes to 
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the companies offering, but also in the decision-making. Therefore, the management must be 

aware of the company’s organizational identity and whether it supports or hinders the overall 

innovation goals. 

 

Innovation performance in the companies from this study range from being remarkably low to 

remarkably high. However, the common denominator was the lack of quantifying their 

innovation performance. Without having the right setup for measuring this, it is difficult to 

improve and organize for innovation (Forbes.com, 2018). There is no overwhelmingly clear 

indication that innovation performance is higher in either the in-house or the outsourced 

manufacturing companies as there are other factors that it is dependent on. However, we 

recommend for the companies and their management to consider implementing a measure for 

innovation performance as this tool offers help in the innovation process in order to make the 

right strategic decisions and assess the right amount of risk. 

 

7 Future research 

The research question in this study is one that have a lot of strands going to and from it. This 

means that it is hard to fully illuminate this topic without involving relating topics as well – topics 

that can make for interesting future research project. These topics are to a great degree some 

that are excluded from being factors taken in consideration in this study, but they will affect the 

outcome for a company greatly. 

 

One group of topics that could make for interesting future studies relates to the chicken and egg 

situation, where a lot of correlations between the way of manufacturing, innovation approach, 

innovation performance, organizational identity and so on is visible, but no clear causality is 

present in this study. For a company to really act while knowing in what directions a series of 

event can unfold because of a decision or a static situation could be helpful. A study that to a 

greater extent involves more factors and their causality will also help to eliminate some of the 

uncertainty factor that the delimitations brings to this study – increasing the validity. 
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All the interviewed companies in this study are from Denmark. One of the world’s economies 

with the highest labor costs and in general, an economy and country that in regards of social 

welfare, educational system, taxation, regulation, culture and a lot of other aspects differ from a 

lot of other countries in the world. However, topics like innovation, innovation performance and 

in-house manufacturing versus outsourced manufacturing are topics that are valuable to have 

deeper insights on regardless where in the world a company is based. To answer the research 

question in a broader sense, a future research project could easily revolve around the same 

research question on a more global basis or isolated to a region or country different from 

Denmark and see if it provides the same or a different result. If different, the cause of this is of 

course also very interesting to investigate. 

 

Along the same lines a study revolving around the same research questions but including 

companies with different characteristics than the SMEs in this study could provide interesting 

results. It would be particularly interesting to know if larger companies with outsourced 

manufacturing struggle with efficiency in the innovation process in the same way as the SMEs do 

in many cases - or if the larger companies are better at utilizing the theories of open innovation 

and measuring tools for innovation performance to strengthen their innovation performance. 

 

Another set of possible future research project relate to the findings in this study. For instance, 

it seems that there a distinct difference in how both types of companies (in-house and 

outsourced manufacturing) work with product innovation compared to process innovation, 

which also means that the same company often has a completely different innovation 

performance in the two branches of innovation. However, knowing that effective ways of 

working with innovation and many of the tools that can be used to strengthen innovation work 

regardless of implemented in product innovation or process innovation setting one can wonder 

why this is the case. A company that is good at product innovation should also be able to achieve 

a higher innovation performance within process innovation and vice versa. An interesting 

research project could be to shed light on why companies then often seem to achieve completely 
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different results in product innovation compared to process innovation and how this can be 

changed for the greater good of the companies. 

 

The overall topic in this study is very interesting, has many nuances, and is of great importance 

to a very big portion of companies in the world. Future research project that further establishes 

knowledge will be very useful for companies and their managers and we can only encourage that 

further study is done in this area. 
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Appendix A 

Overview of available transcripts 

• Interview with CA1 from Company A 

• Interview with CA2 from Company A 

• Interview with CB1 from Company B 

• Interview with CB2 from Company B 

• Interview with CC1 from Company C 

• Interview with CC2 from Company C 

• Interview with CD1 from Company D 

• Interview with CE1 from Company E 

• Interview with CF1 from Company F 

• Interview with CF2 from Company F 

 

[ONLINE] Available at: https://www.dropbox.com/sh/gmszxv2atrc2g4f/AABm-

reIUQgWrYLez8NWUvDMa?dl=0  

 

  

https://www.dropbox.com/sh/gmszxv2atrc2g4f/AABm-reIUQgWrYLez8NWUvDMa?dl=0
https://www.dropbox.com/sh/gmszxv2atrc2g4f/AABm-reIUQgWrYLez8NWUvDMa?dl=0
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Appendix B 

Open innovation statements 

Company Respondent Page Statement 

Company A CA1 4 “You could invite an interior designer and maybe another 
designer who works with colors – and have them come by” 

Company E CE1 4 “Depending on what designers you work with, some are very 
cantankerous and think that the design should be completely 
as defined by them. There also some that understand the 
commercial side of it and that if we should reach a descent 
volume, we have to make compromises on certain things” 

Company F CF1 6 “In relation to [the product], it was obvious that the company 
in Japan were simply the world’s biggest and they are 
extremely innovative” 

 

Product innovation statements 

Company Respondent Page Statement 

Company A CA1 7  “…Then, he tries to shape it to form and then comes back to 
say that it is possible in such and such way. That opportunity 
definitely gives us some advantages in our world.” 

Company B CB1 5 “If there is any surplus of resources then, it is a good strategy 
to focus on some of the new items that are much more 
marketable – which is like the frosting on the cake” 

Company C CC1 7 “When people talk about innovation, they often have radical 
innovation in their minds. However, in reality, our world is 
quite conservative and therefore, it is more likely to be micro 
innovation.” 

Company D CD1 1 “If you do not have the name, sales organization and the 
setup for it – then, you will be in our situation and in that 
case, it will not matter if it is a washing machine or a lamp 
that you are manufacturing – it is the same problem. You will 
not have the opportunity to produce at a price that the 
consumer is willing to pay” 

Company E CE1 2 “We have the same challenges with sourcing as others. But 
we also have some advantages from it” 

Company F CF2 1 “Today, we do not have any sourcing ourselves. Currently, we 
purchase everything at our subcontractors which is a huge 
impediment. Because we cannot be particular innovative in 
any way, when our customers come and send us 
requirements about getting a pocket or another item 
somewhere – or about a bad fitting” 
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Process innovation statements 

Company Respondent Page Statement 

Company A CA1 11 “The closest to an innovation process that we have started 
involves how we can double our revenue without having to 
wear down our employees. For instance, when there is an 
employee that buffs all day long and then, he must suddenly 
process double as much. In that case, can machines possible 
replace some of the work so that the employee is only left 
with the super finish of the item that gives the final 
craftsmen touch to the product at the end?” 

Company B CB1 4 “They are hired with the understanding that we need to take 
action and create some innovation in favor of the company 
and its employees” 

Company B CB1 4 “We need someone from the outside that dares to challenge 
the conceptions that we are used to, and someone who has 
ideas to do what is important. I think that is important and I 
prioritize it highly. Of course, you need to make sure to 
weigh the options so it may continue in a good matter. So 
that you do not disturb too much and make it affect the core 
business negatively. There is a saying that ‘Never change a 
winning team’, but then you will never be able to move on. 
On the other hand, you should not revolutionize so much 
that everything will grind to a halt. It is an art to be able to 
tackle this with both perspectives in mind.”  

Company C CC1 11 “Next week, our new robotic arm will arrive and be installed. 
When you begin to even consider those thoughts, suddenly, 
it appears that there a lot of stuff that can be done 
something about” 

Company C CC1 11 “The most radical stuff is probably done on the processes, 
but it is still difficult to say anything on how quickly it will go. 
But the fact that something will come out of it, there is 
absolutely no doubt about it. Even if it leads to us bringing 
all of our production back to our home country – in fact, we 
are already starting on this process. Is that important? Well, 
yes – I am actually quite proud of it. I think that it is a great 
story” 

Company F CF1 3 “There is a chip in all of our products, which helps us to 
manage it. We can scan it at the customer’s location. We can 
scan it at our location, so you can see the history on the item 
and where it has been. You can see which processes the item 
has been through etc. So, the overall logistics all the way 
around – that is some of the things that are most important 
for our customers”  
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Organizational identity 

Company Respondent Page Statement 

Company A CA1 10 “Fortunately, we have delivered a super product throughout 
time. However, there has been a period of five years, where 
the story has been totally”  

Company B CB1 7 "I am thinking that there is already a differentiation in 
progress, where some consumers have the opportunity to 
purchase something in very high quality at a high price. We 
are mostly targeting them, which means really exclusive 
products. I believe that it is best to manufacture these in-
house… We want to continue the work on devising and 
building it up. We are not at such a level where we can 
compare ourselves with an Aston Martin; handmade in 
England. But it is in that direction that we want to go” 

Company C CC1 5 “They had outsourced the whole manufacturing process and 
in the meantime, the management had been replaced and 
those that we got in touch with did not know anything about 
green houses. It had simply become numbers in an Excel 
sheet to them”  

Company C CC1 8 “Every time you make an investment, there will be 
something irreversible in that decision which means that you 
cannot suddenly go over in a different direction” 

Company D CD1 6 “Of course, there are plenty of businesses that runs fine in 
status quo, but the hairdresser will also be there in 20 years. 
That is not our temper. So, you must be a person that wants 
to do that. Working with stuff that is challenging and does 
not always runs smoothly, and still be able to keep pushing” 

Company F CF1 9 “It is extremely important. There is no doubt about it. We 
develop ourselves incredibly much. We were a complete 
different business just 4-5 years ago”  
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Innovation performance statements 

Company Respondent Page Statement 

Company A CA1 10 “Why have you been gone this long? It is so nice for you to 
come back and visit us again” 

Company B CB1 5 “Yes, I do believe that in terms of what it realizable. You 
may wish for a lot of thing and then not be able to realize 
everything at once… On the product side, we have largely 
achieved the product development that we aimed for, and 
I am very satisfied with the processes that we have started 
internally” 

Company C CC1 9 “The products that we manufacture in Denmark today are 
definitely an effect on a necessary innovation, which came 
in relation to this situation, where we had been scarcely 
innovation for a number of years. We struggled with low 
wage areas, where we in some period did not earn money 
on the product” 

Company C CC1 8 “We have some green houses that we still get 
manufactured at subcontractors. I believe that it is 
apparent that they do not share the same understanding of 
what the product should be capable of, and they do not 
spend the same amount of resources to finetune as we do 
in our own production” 

Company D CD1 6 “When you are a small company, you are always forced to 
develop yourself. The competitors are out there all the 
time. You need to keep saying that it is fine that we live off 
these light bulbs today, but what should live off of 
tomorrow?” 

Company F CF1 12 “I actually believe that we have surpassed ourselves. 
Because if we look on the past three years and ask 
ourselves – what happened in those past three years? And 
how much of it did we predict? We did not predict much of 
it” 

 

 


