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1. Introduction- Motivation

Some current media topics deal with:

« Bayer's plans to offshore its accounting to Manila

RWE’s chosen destination Slovakia
EON'’s plans to move its accounting position to Cluj, Romania

Offshoring is no new phenomenon
It still arises tension and fears in the media and the population

Are these fears justified or is offshoring just a new kind of trade as many macroeconomists
suppose?

Still very ambiguous results concerning the outcomes of offshoring
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1. Introduction- Special Role of SMEs in Germany

e SMEs play an important role in Germany
« Account for 60 percent of all employees
« Areresponsible for 38 percent of the volume of sales in Germany

« Employ most of the “Auszubildende” (Apprentice) in Germany

- But Offshoring of SMEs has not been analyzed yet either in popular literature
(media) nor in academic ones (Di Gergoria et al. (2009), Musteen and Thomas 2009)
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1. Introduction

No consistent definition for Offshore outsourcing

Chosen definition here:

 Offshoring outsourcing: Relocation of Production or Services
to a foreign external company

« Small and medium sized companies have less than 250 employees
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2. Offshoring no new phenomenon- Production
Offshoring

* Production offshoring since decades

 Historical Boost (end of eighties/ beginning nineties) :
* The fall of the Soviet Union
 The change in China from a communistic to a capitalistic system
e Trade liberalization in India

- Severe supply shock for the world labor market

- 1,3 billion people who were potentially looking for work were added to the
world labor market (Freemann 2008)
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2. Service offshoring

Service Offshoring

* Since the end of the last millennium also service offshoring become common

- The spread of the Internet and the fallen ICT cost strengthen this
development

- Following Blinder every impersonal job (no direct contact necessary) could be
relocated, independent from the skill level
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2. Reasons for offshoring

General reasons

 Reduction of labor costs

« Access to new markets ( avoid protectionism)

e (Gain comparative advantages

Special Reasons for SMEs

* Find skilled employees: Skill Shortage Dibbern & Heinzl (2009)
* Increase flexibility Liesch & Knight (1999)

* Focus on core competences to increase productivity
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2. Employment Effects in the Source Country-
Empirical Research

Author Countries Study Time Employment effects

' Crisculuo & GB 2001-2007 | Wery positive for Professionswho need alicence, weak
Garicano nositive for professions without licence
{2011)
Geishecker (] 1996-2002 | Employmentduration decreases; economicinstability
(2008) rises
Winkler D 1995-2004 | Service offhoring lowers the demand for high skilled
{2011)
Slaugther usa, 1960-1991 Blue collar workers labor demand elasticity
{2004)
Slaugther USA 1991-2001 Forone created Job in foreign countries, 2,3 are
(2009) created at home
Crino usa, 1991-2001 Offshoring reduces the wages after reemployment
{2010)
Antonietti Italy 1995-2003 Megative for low skilled
& Antonioli
{2011)
Hijzen et USA 1991-2001 | Offshoring reducesthe wages after reemployment,
al. {2010} increase with duration of unemployment.

 Very heterogeneous results

« Reasonably high-skilled can profit in the home country if back office activities
are offshored
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3. Empirical Analysis

Source:

IAB- Betriebspanel 2008 (Offshoring decision was tested only in 2008)
* Institut fur Arbeit und Beschafigung, Nurnberg

 Representative survey in Germany, about 16.000 firms are interviewed

every year
« 186 of the surveyed SMEs offshored products/services in 2007

99 of the surveyed larger Companies offshored products/services in
2007
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Empirical Analysis

Offshoring Firms:

« 69,8% are classified as industry firms
« 13,7 % are classified as service firms (excluding banking sector)
» Could be expected. Material offshoring is still dominating.

» But service offshoring has higher growth rates

Top Three Offshoring Industries:

1. Mechanical Engineering 18,6%
2. Electrical Engineering 10,2%
3. Steel 8.07%
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Empirical Analysis- What determinates Offshoring of
SMEs

« First Step: test determinates for Offshoring with the

help of Probit Regressions

e Covariates were chosen with theoretical relations or

empirical ones found in other studies

 Either SMEs or larger concerns were excluded for

the first two regressions
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3. Empirical Analysis- What determinates Offshoring
of SMEs

Probit regression Hunber of obs = 2543 Positive Correlation:

LR cha2(3) - % eSkill Shortage
rebooemz = B0 oNew hiring of high-skilled
Log likelihood = —302, 99544 Pseudo R2 = 0.1942 'Firm Classiﬁed as
industry
| sImprovement of
of fshoring | Coef . Std. Err. z F:l=| [95% Conf . Interwval] .
Product/Service
tarifwvertrag —. 2956503 1166151 —-2.54 0.011 -. 5242118 - 0c70888 ¢ End Of employment
ausland=um™z 0096666 .0o20a31 LY 0.00o 0055837 C01374195 .Employment guarantee

0265371 .0124013 2.14  0.032 Ja022311 .0508431 .V0|ume Of forelgn Sales

new _esinste™1

|

I

|
verarbeites | (4518169 1234247 366 0.000 .209909 6937243
neus Fetri~g | — 4126862 114611 —3.60  0.000  —. 6373196  —. 1880527 Neqative Correlation:
prodl_wer~t | 5285494 .143866 367  0.000 2465772 8105215
betriebsau™n | .2520074 1404377 1.79  0.073  —.0232453 5272602 Collective agreement
beschsftig-g | 3092508 1644938 1.88  0.060 —.013151 6316527 New factory equipment
fachkrafte™l | 3828475 1145754 3.34  0.001 .1582839 6074111

cons | —Z2.590164 1951746  —13.27  0.000  —2.972699 -2 207629

Sciences
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3. Empirical Analysis- What determinates Offshoring
of larger companies

Frobit regres=ion Humber of ob= = a00
LR chi2(3) - us.s0 Positive Correlation:
Prob > chiz = 0.0000 e\/olume of foreign sales
Log likelihood = —-170.1167 FP==udo R = 0.2534 'PrObIemS foreign Capital
*New Product/Service
«Stock company
of fshoring | Coef . Std. Err. = F:lz| [95% Conf. Interwall]

*Firm classified as industry
* Employees without

geschiftsven | —.1807355 (0843704  —2.14 0.032 - 3460984 - 0153726 . :
auslandsum™z | 0059256 0027468 216  0.031 000542 0113092 education (after offshorlng)
problems_fk | 8945842 4998276 1.79  0.073 —. 08506  1.874228
kepitalges™t | 5459691 2052081 266  0.008 1437687 . 9481696 Negative Correlation:
sigentiimer~r | 4631043 1891552 2,45  0.014 0923669 -gaza17 *Collective agreement
tarifwertrag | -.4223662  .1950483  -2.17  0.030 -.8046537 - 0400786 e\/Olume of sales
prodl_nerkt | 4346437 1601404 271 0.007 1207744 748513
versrbeiteMe | 1.655742 3036435 4.32  0.000 9038143 2 407669

keins ba | 0003884 0001572 2 47  0.013 0000804 . ODOG9ES

cons | 0961767 1.44728% 0.07 0.947 —2. 74045 2 .932803

Sciences
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3. Empirical Analysis- SMEs vs Larger Companies

Variable

Export turnover

Industry

Collective Agreement

End of Employment
Improvement Product/Service
New Product/Service launch
Skill shortage

Investment

Workers Council
Employees without
educationMeasured after offshoring)

Problems credit capital
Stock Company
New factory Equipment

Volume of Sales

SMEs

+

+

Larger Companies
+

+
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3. Empirical Analysis- Expected Employment trend

Thesis:

o  Offshoring tends to complement not substitute key parent activities Slaugther
(2009);

o particularly for SMEs because Offshoring can increase the demand for

resources and can increase complexity Boden, at al. (2009)

Expected Employment trend for
the forthcoming year until Juni steady increase decrease
2009
SME (no outsourcing) 76, I 9,04
SMEs-Offshoring 07/08 57,23 10,40
Larger Company- no outsourcing 75,64 5,1¢ 9,20

Larger Company- Offshoring 07/08 59,6 21,. 18,88

Sciences
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3. Empirical Analysis- Increasing Employment
expected

Frobit regression Humber of ob= = 7337
IR chi2(11) - 290 42 Positive
Prcb > iz = 0mm o gignificance:
TIog likelihood = —3599 7873 FP==udo RZ = 0.0388 .Oﬁ:Shorlng—SM ES
*High-Salaries
stoigonde~s | Coef. St Em. = Bslzl (9% cemt. Imeewa;  *VOIUME Of foreign
sales
of fshoring™3 | - 007517  .1510498  -0.05 0.960  —. 3035691 2885352 o|mprovement of
of fshoring™u | 2874883 .1159524 2.48 0.013 0802057 5147308 PrOdUCt/SGI’VICGS
keinewerla™a | —.0828517 0440032 —-1.88 0.060 —. 1690965 .003393 .Innovatlon Of
betrisb=au™n | .20583393 0377461 5 .45 0.ooo .1318584 L 2798202 .
tarifvertrag | -—.2533287 0445717 -5.6/49 0.o0o —.3411875 —. 1664698 PrOdUCtlserVICeS
usbertarif | 1605471 050344 3.19 0.o01 0618747 . 2592196
sum_inv | 0112034 .00aa957 1.26 0.208 —.00R2318 0286385 Neg atlve
neus Betri™g | .21le41%96 0391873 5.52 0.ooo .1398139 L 2932253 . e .
ausland=um™z | Qoz27ez 0008536 3.27 0.o01 .oo11189 Q04485 Slg n Iflcance
rro dl_wer~t | 2459006 0365477 6.73 0.o0o 1742683 .3175328 .SMES WIthOUt any

pro dl_ne~kt | 1528532 0496882 3.08  0.002 0554662 2502402 outsourcing activities
_coms | -1.371482 1141726 -12.01 0.000  -1.595256 —1.147708 *Collective Agreement
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3. Empirical Analysis- Lay-offs

Thesis: Offshoring leads to higher
unemployment rates

Lay-offs yes
6,32
14,52

15,00

SMEs (no outsourcing)

SMEs-Offsharing 07/08
Larger Companies- no outsourcing
Larger Companies- Offshoring 07/08 18,18

85,48

85,00
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Sff=hcabing | 02020202 .220se4F9 00 1325323 1.es o.ose —  osoiz=23 aso0a1sa
P 1 L ooiesZzZsT .  ooosss5s = = o oZzZs oo oOozaz=a OOoOZ&e0 ==
bEetricelbhea =t 1 T dosse=EEz2 OSsSS5Se1 57 1. a=s O . o=s31 — . OOO0O=F1S 1 Fe= T
=waan Goxams I S osas9Saz=z 0 O 1zZ1s1 = . =1 o _ ooo  O0a0s19s ossSSsse =7
e 1 —= . l=zsarvrs 0 A= Zss=2= —1 & .10 O . ooo —= . Zessa —1 . =sFvso=s9a

FProbit regres=s=ica Humbear of obhs - 1050

IR chiZ{32 = =7 . 00

Frob > —hiz - O.0o000

Tog likelilhood = —451 1941 FPs=uads R2 - O.0zs4

=1t las=unage=n | Coef . Std . Exrax . = Exl=I [952: Coamf . TInmtexrwal]
betrie b=axat | .Eg9s1z=z2 .1ss0569 z. == 0.oo01 =IcicFE R .9cs=ss271
susland=um™= | .oozss598 . o01sss56 1.80 0. .07z — . 000zs38 . 0O0S97 34
le=ins ba | = 1=1=1-3--1- . O00ZO3S —z. 85 0.o04 — . 0009 7Fs3 —. 0001207
o= | —1.asl1ess 1sz=z43S —=.13 0.ooo —1 . ==s=7s —1 .1Z4497
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3. Empirical Analysis- Expected Development-
Business Volume

Thesis:
«  Offshoring enhances productivity, competitiveness rises,

possible market share gains- leads to a rising volume of sales

Expected Development- Business

steady increase decrease Total
Volume

SME (no outsourcing) 58,2! 2 : 100

SMEs-Offshoring 07/08 43,0 36,6: 20,3 100
Larger Company- no outsourcing 57,64 24,33 [: 100

Lareer Company- Offshoring 07/08 33,3 . 5.5¢ 100

Sciences
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3. Empirical Analysis- Expected Development-
Business Volume

Probit regression Hunber of obs = 7937 .. . .
maiziny - w20 POSItIVE significance:
PrcH > chi? = 00000 -Offshoring-Larger
Log likelihood = —4592 0859 Ps=udo B2 = 0.0236 Companies
*High-Salaries
pos ervart™n | Co=f .  Std. Err. = F:|z| [95% Conf. Interwal] .V0|ume Of forelgn

sales

of fshoring™® | 2491212 1440629 1.73  0.084 —.033237 (5314794 o|mprovement of
of fshoring™a | —.0189046 .1142562 —0.17% 0.369 —. 2428427 . 2050335 Product/SerVICeS
keineverla™a | —.1078613 .04038%6 —2.67 0.003 —. 1870236 —. 0286991 .
| elnnovation of
betriebsau™n | L0922381 .0340562 2.71 n.aa? .0254893 .158987 .
tarifvertrag | —.2131786 .0395555 -5.39 0.00o —. 2907059 —. 1358513 PrOdUCtlserVICeS
usbertarif | L2232547 .0450273 4.96 0.0aaa .135ooz2 . 3115075
sum_inv | 0105726 .oog112 1.30 n.19z2 —. 0053265 0264717 Neg atlve
neus Betri~g | .0432958 .03418119 1.27 0.205 —. 0236995 .1102912 . Y o .
significance:
au=zland=un~z | .00138E55 .0ooE103 1.71 n.aa7? —.0ooz2o27 0029738 SME . h
[
pro dl wver™t | . 2506345 .0329302 ?.61 0.0aaa J1860924 . 3151765 S Wlt OUt any
I

pro dl_nerkt 1214199 046731 2,60 0.009 0298288 2130111 OUtSOUFCing activities
_ems | -.s252628 .lo31ess  -s.00 o0.000  -1ozrss  -.e202t eCOllective Agreement
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4. Conclusion

So far it seems that Offshoring decisions differ between SMEs and
Larger Companies

1. One very important motive to offshore is skill shortage in SMEs
—>Hiring of high-skilled is highly significant

—>Indeed Offshoring SMEs have higher rates of lays-offs

- BUT: the expected employment trend is positive so in total the fresh

engagements outnumber the lay-offs

= HINT: positive effects for high-skilled

i N\
Offshoring in Germany- Focus on SMEs | | NIERS Hochschule Niederrhein \ NIERS
University of Applied Sciences Niederrhein Institut fur

25



4. Conclusion

2. Larger Companies focus on other aspects when they
offshore
- For them an increasing volume of sales is significant

- One motive seems to be to gain market shares
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4. Things to do

Integrate the Probit Model into a matching model

Differentiate between materials and service

offshoring

Create a time panel to analyze the long-term effects
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Thanks for your attention
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