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	Summary: 
The overall objective of the international sourcing project is to provide policy makers at National and European level with relevant statistical evidence and information about factors driving international sourcing, e.g. the impact on the competitiveness, motivations and perceived benefits and barriers together with consequences for employment. 
The project is expected to establish a coherent set of indicators on international sourcing based on results from a new survey. In order to produce these results and indicators, an operational survey tool and a methodology for monitoring the factors driving international sourcing has been developed. Participating countries - Czech Republic, Denmark; Finland, France, Germany, Ireland, Italy, the Netherlands, Norway, Portugal, Slovenia, Spain, Sweden and the United Kingdom – carried out the survey between April and November 2007.
The survey focuses on the relocation of domestic production to producers located abroad as a result of a decision taken by a resident producer to reduce or stop production of goods or services domestically. This includes both core and support business functions of the enterprise.

The definition used for international sourcing is strict in terms of location as it is limited to events replacing domestic with foreign production. On the other hand, it is less restrictive concerning control as the definition includes all types of relocation of production of goods or services; whether being relocated to an affiliated enterprise abroad or being contracted out to a non-affiliated supplier abroad. The definition also includes all types of affiliated enterprises – not distinguishing if they are greenfield establishments or existing ones. 
The survey consists of 6 modules collecting background information together with some general aspects of international sourcing. The focus of the survey is on the international sourcing activity of the enterprise i.e. on the module 3. Module 4 asks information about the international sourcing plans of the enterprises not having carried it out yet. Module 5 tries to estimate the expected impact on employment of the planned international sourcing. Finally, the question on barriers related to international sourcing activity in module 6 is aimed to all enterprise
The survey is an economy-wide ad-hoc survey linked to the Structural Business Statistics framework. The survey covers the so called non-financial business economy: NACE sections C to I and K, and it is carried out on a voluntary basis by above countries and co-ordinated by Eurostat.
The focus of the survey is on the large enterprises as the multinational groups of enterprises are considered to be the key players on international sourcing. In terms of employment a relatively high threshold is established: 100 or more persons employed. The statistical or observation unit is the one used in the SBS framework, i.e. the enterprise.
The expected duration of the project is 21 months (from October 2006 until June 2008). The methodological reports show that the surveys have been quite successful – high response rates, enterprises received the questionnaire well and had no big problems in responding to different questions etc. - compared to similar surveys in the participating countries. 

The survey results will be disseminated in the Eurostat dissemination database and a Statistics in Focus publication analysing the results will be published during the second quarter of 2008. 


1. Introduction

Industrial restructuring has been an important factor influencing the economic development within the EU in recent decades, especially affecting the manufacturing sector, and leading to real concerns amongst policy makers about a potential process of deindustrialisation in the EU. A more recent trend, further increasing concerns about the future employment opportunities in Europe, is the apparent increase in international sourcing, seeking the provision of services outside the EU. It has received a great deal of political and media attention, mainly based on anecdotal evidence.

The international sourcing of services as a business strategy is being facilitated by technological developments, especially within ICT, allowing companies to codify and transfer information and knowledge globally. Another significant facilitator is the increased globalisation within services markets as a consequence of market deregulation and trade liberalisation.

While manufacturing activities are mainly independent of the location of production, the majority of service functions requires a proximity to markets and clients. Therefore the services being internationally sourced in this initial round are mainly back-office functions, e.g. IT services or finance/accounting, enabled by the increased use of ICT and Internet connectivity by enterprises worldwide. However, there has also been a move to delocalise various functions that focus on customer contacts (for example call centres).

In the current debate, the phenomenon of international sourcing has a variety of labels and terms such as off-shoring, near-shoring, delocalisation or outsourcing, which are often used without explicit definitions. The somewhat generic heading of international sourcing has been chosen as a term to be used in this project because as explained below it serves rather well the need for a strict definition in terms of location and a less restrictive definition concerning the control aspect.

As stressed above, the current discussions about the magnitude and impact of international sourcing are mainly based on anecdotal evidence as no harmonised and internationally comparable official statistics are currently available. 

2. Objectives and scope

The overall objective of the international sourcing project is to provide policy makers at national and European level with relevant statistical evidence and information about factors driving international sourcing, e.g. the impact on the competitiveness, motivations and perceived benefits and barriers together with consequences for employment.

The project is expected to establish a coherent set of indicators on international sourcing based on results from a new survey. In order to produce these results and indicators, an operational survey tool and a methodology for monitoring the factors driving international sourcing has been developed. Participating countries carried out the survey between April and November 2007.

The survey focuses on the relocation of domestic production to producers located abroad (definition see below) as a result of a decision taken by a resident producer to reduce or stop production of goods or services domestically. This includes both core and support business functions of the enterprise. 

The definition used for international sourcing, cf. below, is strict in terms of location as it is limited to events replacing domestic with foreign production. On the other hand, it is less restrictive concerning control as the definition includes all types of relocation of production of goods or services; whether being relocated to an affiliated enterprise abroad or being contracted out to a non-affiliated supplier abroad. The definition also includes all types of affiliated enterprises – not distinguishing if they are greenfield establishments or existing ones.

FIGURE: A conceptual framework for analysing international sourcing 

          CONTROL
	External production outside the enterprise or enterprise group 

Internal productionwithin the enterprise group
	Domestic Sourcing (Outsourcing)

Production outside the enterprise or group by non-affiliated enterprises but within the compiling country 
	International Sourcing (Outsourcing)

Production outside the enterprise or group and outside the compiling country by non-affiliated enterprises. This involves foreign subcontracting

	
	Domestic Sourcing (Insourcing)

Production within the enterprise group to which the enterprise belongs and within the compiling country 
	International Sourcing (Insourcing)

Production within the group to which the enterprise belongs but abroad (by affiliated enterprises)



          LOCATION:   Within the compiling country
             
Abroad
3. Survey coverage and target population

The survey on international sourcing is an economy-wide ad-hoc survey linked to the Structural Business Statistics framework. The survey covers the so called non-financial business economy: NACE sections C to I and K, and it is carried out on a voluntary basis by 14 national statistical institutes of EU Member States and EEA countries and co-ordinated by Eurostat.

The focus of the survey is on the large enterprises as the multinational groups of enterprises are considered to be the key players on international sourcing. In terms of employment size class at European level a relatively high threshold is established: 100 or more persons employed. At National level for some sectors more likely to carry out international sourcing such as manufacturing or IT and Business services, the threshold might be lower: 50 or more persons employed. The statistical or observation unit is the one used in the SBS framework, i.e. the enterprise. 

4. The draft questionnaire

The questionnaire is designed as a general survey tool applicable for all economic activities. In addition, the core of the questionnaire is based on a qualitative approach, which is considered to be the most useful basis to provide harmonised data allowing comparisons between the participating countries in this difficult and not well established area. 

An important feature of the survey is the splitting of the activities carried out by the enterprises into a number of business functions, i.e. into the core business functions of the enterprise, being a primary or secondary activity, and into a number of support business functions. The following questions will operate at the level of these business functions: 

· types of functions sourced;

· to what kind of business partners has the enterprise sourced activities;

· into which countries has your enterprise sourced activities;

· future plans.

The survey consists of 6 modules collecting background information together with some general aspects of international sourcing. The focus of the survey is on the international sourcing activity of the enterprise i.e. on the module 3. Module 4 asks information about the international sourcing plans of the enterprises not having carried it out yet. Module 5 tries to estimate the expected impact on employment of the planned international sourcing. Finally, the question on barriers related to international sourcing activity in module 6 is aimed to all enterprises. 

5. The general structure of the draft questionnaire:
Module 1: General information (for all enterprises)


1.1 Main economic activity


1.2 Part of enterprise group

Module 2: Sourcing activity of the enterprise (for all enterprises)

2. Types of functions sourced domestically and/or internationally during 2001-2006
Module 3: Sourcing activity of the enterprise carried out internationally during 2001-2006 (for enterprises already carrying out international sourcing in 2001-2006)

3. To what kind of business partners has the enterprise sourced functions during 2001-2006?
4. Into which countries has the enterprise sourced activities during 2001-2006?
5. Please give your best estimate of the number of jobs lost and created within the enterprise 2001-2006 domestically as an impact of the international sourcing 
6. Please indicate the importance of the following motivation factors for your decision to carry out international sourcing activities
7. Please evaluate the impacts of the international sourcing activities 2001-2006 for your enterprise
Module 4: Plans for international sourcing 2007-2009
(for enterprises with no prior international sourcing activity)

8. Does the enterprise have plans to source internationally 2007 to 2009?
9. Please indicate the importance of the following motivation factors for your decision to source internationally 2007-2009
10. Into which countries does your enterprise expect to source activities 2007-2009?
Module 5: Future impact on employment 

(for enterprises with international sourcing during 2001-2006 and/or plans for international sourcing during 2007-2009)
11. Please estimate the expected impact on employment in your enterprise due to international sourcing 2007-2009  

Module 6: Barriers on international sourcing (for all enterprises)

12. Please assess the importance of the following barriers when considering or carrying out international sourcing

6. Goals achieved and road ahead
Fourteen countries – Czech Republic, Denmark, Finland, France, Germany, Ireland, Italy, the Netherlands, Norway, Portugal, Slovenia, Spain, Sweden and the United Kingdom – participate in the survey. The methodological reports show that the surveys have been quite successful – high response rates, enterprises received the questionnaire well and had no big problems in responding to different questions etc. - compared to similar surveys in the participating countries. 
In 6 out of 14 countries the survey was totally or partly mandatory. Five countries used paper and electronic (web) formats, one country only web format and rest traditional paper one. Definitions were part of the questionnaire and cover letters were used to inform about the background of the survey and motivate enterprises to fill in the questionnaire. 
Eurostat is about to start the data treatment and plans to disseminate the survey results during the second quarter of 2008.
7. Definitions
7.1. Sourcing activities
Sourcing:

The total or partial movement of business functions (core or support business functions) currently performed in-house of a resident enterprise to either non-affiliated (external suppliers) or affiliated enterprises located either domestically or abroad.
Outsourcing:


The contracting out of all or parts of the business functions (core or support business functions) currently performed in-house of a resident enterprise to non-affiliated enterprises located either domestically or abroad.
International sourcing: 

The total or partial movement of business functions (core or support business functions) currently performed in-house or domestically outsourced by the resident enterprise to either non-affiliated (external suppliers) or affiliated enterprises located abroad. 
Examples of exemptions

Movement of business functions (core or support business functions) abroad without reducing activity and / or jobs in the enterprise concerned (if a new production line abroad is set up without reductions, even if the line could have been set up also in the compiling country)

Temporary subcontracting abroad (one year limit could be used)

7.2 Business functions

Core business function

Production of final goods or services intended for the market/for third parties carried out by the enterprise and yielding income. Core business function equals in most cases the primary activity of the enterprise. It may also include other (secondary) activities if the enterprise considers these to comprise part of their core functions.
Support business function

Support business functions (ancillary activities) are carried out in order to permit or facilitate production of goods or services intended for the market/for third parties by the enterprise. The outputs of the support business functions are not themselves intended directly for the market/for third parties.

The support business functions are in this project divided into: 
Distribution and logistics: Consists of transportation activities, warehousing and order processing. 

Marketing, sales and after sales services including help desks and call centres: Market research, advertising, direct marketing services (telemarketing),  exhibitions, fairs and other marketing or sales services. Also including call-centre services and after sales services such as help-desks and other customer supports services. 
ICT services: IT-services and telecommunication. IT services consist of hardware and software consultancy, customised software data processing and database services, maintenance and repair, web-hosting, other computer related and information services. Packaged software and hardware excluded. 

Administrative and management functions: Support functions related to: Legal services, accounting, book-keeping and auditing, business management and consultancy, HR management (e.g. training and education, staff recruitment, provision of temporary personnel, payroll management, health and medical services), corporate financial and insurance services. Procurement functions are also included.
Engineering and related technical services: Engineering and related technical consultancy, technical testing, analysis and certification. Also including design services.
Research & Development: Intramural research and experimental development. 
7.3 Units

Enterprise group

An enterprise group is a set of enterprises controlled by the group head. The group head is a parent legal unit which is not controlled either directly or indirectly by any other legal unit. An enterprise group comprises of the group head and subsidiaries. The subsidiary enterprises of a subsidiary enterprise are considered to be subsidiaries of the parent enterprise.


An enterprise group is an association of enterprises bound together by legal and/or financial links. A group of enterprises can have more than one decision-making centre, especially for policy on production, sales and profits. It may centralize certain aspects of financial management and taxation. It constitutes an economic entity which is empowered to make choices, particularly concerning the units which it comprises. (Council Regulation (EEC) N° 696/93 on Statistical Units)
Multinational enterprise group
An enterprise group with at least two enterprises located in different countries (Business Register Recommendations Manual) 
Resident enterprises


An enterprise is said to have a centre of economic interest and to be resident unit of a country (economic territory) when the enterprise is engaged in a significant amount of production of goods and /or services there or when it owns land or buildings located there. The enterprises must maintain at least one production establishment in the country and must plan to operate the establishment indefinitely or over a long period of time.

All-resident enterprise group



An enterprise group composed only of legal units that are all resident in the same country. (Business Register Recommendations Manual)

Group head

A parent legal unit which is not controlled either directly or indirectly by any other legal unit. 

Control refers to the dominant influence of a parent unit over the medium and long-term strategies of one ore more subsidiaries; i.e. the parent unit must be able to influence (directly or indirectly) the decision in the ordinary or extraordinary meetings of all the subsidiaries. (Business Register Recommendations Manual) 

Global group head

A group head which is not controlled either directly or indirectly by any other legal unit (not a local group head, which has a foreign parent).

Ultimate controlling institutional unit


Ultimate controlling institutional unit of a foreign affiliate is the institutional unit, proceeding up a foreign affiliate’s chain of control, which is not controlled by another institutional unit.


Control means the ability to determine the general policy of an enterprise by choosing appropriate directors, if necessary. Enterprise A is deemed to be controlled by an institutional unit B when B controls -directly or indirectly- more than half of the shareholders’ voting power or more than half of the shares. (Recommendations Manual on the Production of Foreign Affiliates Statistics)

Subsidiary

A single institutional unit secures control over a corporation by owning more than half the voting shares or otherwise controlling more than half the shareholders’ voting power.

Corporation C is said to be subsidiary of corporation B when: either corporation B controls more than half of the shareholders’ voting power in corporation C or corporation B is a shareholder in C with the right to appoint or remove a majority of the directors of C. 

In order to control more than half the shareholders’ voting power, an institutional unit needs not own any of the voting shares itself. A corporation C could be a subsidiary of another corporation B in which a third corporation A owns a majority of the voting shares. (European System of Accounts (ESA) 1995, [2.26])
7.4 Other

High skill job

High-skill jobs comprise expert occupations such as professionals, associate professionals, managers, senior officials, researchers, informatitians or other technical occupations, generally employing persons with tertiary education. 

Geographical destinations: 


Eurostat Vademecum classification is used as a reference for identifying the countries included in the aggregated country groups used in questions asking the target countries of international sourcing. 
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