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Employment effects of International Sourcing in the Netherlands: a first look at the data
1. Introduction

Statistics Netherlands participated in the Eurostat International Sourcing project aimed at collecting relevant statistical information on international outsourcing activities in the Netherlands. Thirteen other countries participated in this project. This paper reports on data pertaining to outsourcing collected from a survey administered in 2007 in the Netherlands. A major component in the survey deals with questions that relates to the outsourcing decision (to outsource, planning to outsource, not to outsource), form of international outsourcing (core or support activities), especially reasons for (not) outsourcing, impediments to outsourcing, and future plans to outsourcing. 

International outsourcing is defined as production outside the enterprise or group and outside the compiling country by non-affiliated enterprises. This involves foreign subcontracting (Alajääskö et al., 2008). Firms engage in international outsourcing because it supposedly advantages the organization. Amongst other, some of these advantages that are identified in the literature are reduction in operating costs, concentration on core activities, better resistance to international competition, better adaptation to changes in demand. On the other hand, firms may undergo the decision not to outsource because of disadvantages that are, amongst other factors, related to worsening profits, loss of competencies, geographical distance, uncertainty of the institutional framework in the host country. 

The survey questions sought very detailed data on different aspects of international outsourcing. Detailed analysis on the survey questionnaire can be found in Alajääskö et al. (2008). This paper takes a first look at some data that addresses the relationship between outsourcing and employment issues. We note that this paper describes ongoing research.

The paper comprises two parts. In the first part, we briefly describe the sample population. We than explore some results that look at the impact of international outsourcing on employment levels. The data enables us to make a distinction according to type of employment (highly skilled, other), sector (manufacturing, service), and form of international outsourcing (core, support). In the second part of the paper, we try to conceptualise two categories that look at some of the determinants of outsourcing. The first category deals with the set of questions that are related to the company motives to engage in international outsourcing. The second category deals with the set of questions that pertain to possible impediments to engage in international outsourcing. The responses in each of these categories and a factor analysis of them are discussed. We particularly focus on the importance of employment determinants. In the first category, these determinants include labour costs, labour availability. In the second category, these determinants include employee concerns, linguistic/cultural barriers, and social values. 

2. Population and sample size

The survey population consists of non-financial enterprises with more than 100 employees. In the Netherlands, the total population consists of 4633 enterprises for both the manufacturing and services sectors.   

The sample population design includes a stratification to 4 branches: the high tech industry, middle and low tech industry, knowledge intensive services and other. Each of these branches is equally represented in the sample. 

	Table 1 Design of the survey International sourcinga

	
	Population
	Sample
	Response
	Weightb

	
	
	
	
	

	High tech industry
	479
	303
	208
	2.3

	Medium/low tech industry
	921
	386
	265
	3.5

	Knowledge intensive services
	636
	339
	205
	3.1

	Other enterprises
	2597
	475
	324
	8.0

	
	
	
	
	

	Total
	4633
	1503
	1002
	


Note: aNumbers of firms according to category and population group. bWeight = population / response

Table 1 summarizes the main results of the stratification. The total population of Dutch firms broken down by each of the category is listed in the population column. In the construction of the sample population, we selected an equal firm distribution according to each category. The response firms are also evenly distributed in each of these categories (branches). In the last column, we report the weight factor (= population/response). We apply this weighting factor in the figures reported in the section (more details will be available in the final draft of this paper).     

In the figure below, we further categorize the 1002 response firms. The response of 1002 enterprises can be divided in 3 groups: 156 enterprises mentioned international sourcing in the last six years, 65 enterprises mentioned plans for international sourcing in the next three years. 

Figure 1: Survey response, 2007
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The enterprises without international sourcing and without plans had to answer just a few questions. One of these questions concerned the barriers when they consider international sourcing: (a) 344 enterprises answered all these questions with ‘not applicable/do not know’ and (b) 437 enterprises gave scores about the importance of the barriers.

3. Employment Results

Enterprises with international sourcing in 2001-2006 had to answer the next question: “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 activities” 

We turn to table 2. As a result of the summarized answers on this question, employment in the Netherlands on balance decreased with about 9500 jobs in the last 6 years. Nearly 15000 jobs have been lost and nearly 5500 jobs are created. 

In relation to the total employment in the large enterprises the impact of international sourcing is rather little. It is only 0,5% of the employment. For employees of sourcing enterprises the impact is greater: In these enterprises about 4% of the employment has been lost in the past 6 years.

A well-known form of international sourcing is the transfer of low-skilled-labour intensive part of the production to countries having lower labour costs. But the survey shows that about a quarter of the involved jobs are high skill jobs. In the Netherlands about 1/3 of the employees are high educated. So we can conclude that still the greater part of the involved jobs are low/medium skilled jobs. Nevertheless also high skilled jobs don’t escape from impacts of international sourcing. 

	Table 2 The impact of international sourcing on the domestic number of jobs 

	 
	total jobs
	high skill jobs
	other jobs

	created
	5476
	1247
	4229

	lost
	14787
	3717
	11070

	
	
	
	

	created
	100%
	23%
	77%

	lost
	100%
	25%
	75%


Table 3 gives the impact of international sourcing per sector. Outsourcing is found in both manufacturing and service sectors. In manufacturing about 19% of the 100+ enterprises has sourced internationally in 2001-2006 and about 11% of the 100+ enterprises in the service sectors. The effects on employment seem to be different in both sectors. In industry the loss of jobs dominates the final effect, but in service sectors creation and lost of jobs balance each other. This also fits in the view that international sourcing affects the traditional sectors of manufacturing, which transfer their production to countries having lower labour costs. 

	Table 3 The impact of international sourcing on the employment in sectors

	 
	total jobs
	manufacturing
	service sectors

	created
	5476
	1445
	4031

	lost
	14787
	10352
	4435

	
	
	
	

	created
	100%
	26%
	74%

	lost
	100%
	70%
	30%


Another explanation affects the enterprise group identification. Manufacturing enterprises are more often part of global enterprise group than enterprises in the service sector. The survey shows that global enterprises are. more working on sourcing functions than enterprises which are not part of an global enterprise group 

Table 4 shows the differences between sourcing the core business and support business. It is not amazing that most of the lost jobs is found in enterprises which have moved their core business abroad. 

	Table 4 The impact of international sourcing of functions

	
	total jobs
	core business
	support business

	created
	5476
	3917
	1559

	lost
	14787
	11600
	3187

	
	
	
	

	created
	100%
	72%
	28%

	lost
	100%
	78%
	22%


If an enterprise only has sourced some support business functions it is to be expected that less jobs are involved. Also the creation of jobs depends to a large part on the sourcing of core business.

In table 5, we classify the number of displaced and created jobs according to size groups. The table list the total number of firms in each of these size groups. 

	Table 5 Number of enterprises with international sourcing and the impact on employment

	 
	jobs created
	jobs lost

	no jobs
	317
	50%
	173
	28%

	1-25 jobs
	76
	12%
	190
	30%

	>25 jobs
	56
	9%
	126
	20%

	don't know
	179
	29%
	138
	22%

	 total
	628
	100%
	628
	100%


About half of the companies reported no changes in job creation while 28% of the sample firms reported no changes in displaced jobs (table 5). About a quarter of the enterprises does not know the impact of international sourcing on the employment. There are several reasons:

1. it is a difficult question, because it is not always clear how international sourcing works out. Short term losses will be most clear, but effects on longer term are not always known

2. it is possible that the person in the enterprise who filled in the questionnaire is not the right person to ask this question. 

Because so many enterprises do not know the impact of international sourcing on the employment (see table 5), these results on the survey have to be interpreted as a minimum estimate. In the next section, we only consider the sample of firms that indicated any international outsourcing activities. 

4. Motives for International Outsourcing: Results

As a further insight into our analysis, we try to conceptualise the set of questions that are related to the company motives to engage in international outsourcing. In a scale of 1-4, respondents were asked to give their opinion to each of the questions. The scale was reverse coded: “very important=1”, “important=2”, “not important=3”, not applicable/do not know=4”. 

In the figure below, we summarize the responses in order of importance for the category that summarizes the reasons why firms engage in  international outsourcing activities. The number are expressed in percentages of the firms according to each score (1-4). The largest share of the firms responded that the reduction in labour costs are important . If we take a cut-off value of 60%, in order of importance, improved competitiveness, strategic decisions by the group head and reduction in other costs are the most important motives for engaging in international outsourcing. There is notably a large differences between the two latter motives when we consider the firms that responded these motives as very important. 
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5. Factor analysis on reasons for outsourcing 

In the previous section, we briefly summarized the main motives according to decreasing importance. In this section, we ask the following question: Is it possible to use a number of limited dimensions to capture and convey most of the information contained in each of the 13 reasons for outsourcing (they also could nominate other reasons which we omit for now). 

Using principal component analysis, one could create one or more indices that consist of a much smaller number of dimensions (captured by each of the questions) that nonetheless capture the majority of the information contained in the original data set. Instead of looking at patterns of associations through correlations between each question responses, principal component analysis simplifies this analysis by instead looking at the relationship between the original response variables and the principal component 

We now proceed to the results of the principal component analysis.  We consider different samples. The different sample proportions are summarized in table 3. For each of the categories, we classify firms according to the type of international outsourcing.  First, we distinguish between those firms that (i) relocate their production of final goods or services abroad (sample A) and/or those firms that only relocate their support business functions (sample B). With this typology, we do not consider the firms that solely engage in domestic outsourcing in this analysis. 

The different support business functions that could be chosen from are:

(i) distribution and logistics

(ii) marketing, sales and after sales services

(iii) ICT services

(iv) Administrative and management functions

(v) Engineering and related technical services

(vi) R&D

Table 6: Sample proportions

	
	Category:  Motives

	Sample A
	97

	Sample B
	59

	Sample C (A + B)
	156

	
	


The results from a principal component analysis for each of the samples are shown in tables below. The responses and a factor analysis (in all factor analyses, we used principal component analysis for extraction and varimax with Kaiser normalization rotations, coefficient with less than 0.2 were not printed). 

Table 7: Factor analysis for reasons for international outsourcing: core + support activities

	
	
	
	Components

	Item
	N
	Mean
	1
	2
	3

	Percentage of variance explained
	
	
	19.9%
	13.7%
	7.8%

	Reduction labour costs
	156
	1.62
	-.412
	-
	.687

	Improved/Maintained competitiveness
	156
	1.92
	-.351
	-
	-

	Strategic decisions taken by head
	156
	2.10
	.453
	-
	-.234

	Reduction of other costs
	156
	2.31
	-
	-
	-.534

	Following competitors/clients
	156
	2.64
	-.376
	-
	-.241

	Access to new markets
	156
	2.64
	-.542
	-
	-

	Focusing on core activities
	156
	2.70
	-
	-
	-

	Improved logistics
	156
	2.90
	-
	-
	-

	Access to specialized knowledge
	156
	2.92
	.543
	-.365
	-

	Improved quality, new products
	156
	3.01
	-
	-.342
	-

	Lack of available labour
	156
	3.03
	-
	-.676
	-

	Tax/Financial advantages 
	156
	3.12
	-
	-
	-

	Less regulations
	156
	3.23
	-
	-
	-

	
	
	
	
	
	


Notes: Table 7 shows the order of importance of each of the questions that seek to identify some reasons for firms in engaging in international outsourcing. It is based on 156 firm that indicated that the core and/or support activities were outsourced. Since the scale (1-4) is reverse coded, higher importance translates into lower means and (more) negative factor loading. Factor loadings that are less than 0.20 were not reported and unusual positive loading were also reported. The factor loadings were derived from the correlation matrix. 

Before we turn to the results, we note that on the basis of a screeplot graphical approach, we extract in each of the illustrations four components that explain about 80% of the variance.  The first component (not shown) is a general level component to which loading of each of these questions were of equal magnitude. We also note that our focus in the loadings has been on the correlation matrix using standardized data rather than the covariance matrix. Even though, that the data is expressed in a similar scale, i.e. comparisons are not sensitive to scale differences, it is possible that some questions are more or less informative. The informative ingredient may depend on the order of the questions in each category; difficulties related to the quantification of a particular question into a scale measure, the understanding of the questions, etc. As a robust check, we also did the same analysis based on the covariance-variance matrix but results did not change. 

The questionnaire that included 13 possible reasons (motives) for firms that did engage in international outsourcing (any time during 2001-2006) are again listed in table 7 in descending order of importance. We generally find that the factor analysis was wholly satisfactory as several reasons (each of the questions) for international outsourcing are mapped into one factor.

Factor 1 (labelled Cost Competitiveness) reflects outsourcing being motivated by the most important reasons: labour cost advantages and access to new markets, and to a lesser extend of importance: competition (driven by either the market and direct competitors/clients). Also note that strategic decision and access to specialized knowledge are in relative terms, highly positively correlated with this component indicating that these latter variables are relatively less important to factor 1. Factor 2 (Resources) reflects using outsourcing to access knowledge, match available labour so to improve quality or the introduction of new products. Factor 3 (Strategic Costs Savings) which reflect the situation in which cost advantages (other than labour) are driven by senior management. The high positive loading of the labour costs is clearly inversely to factor 3 which adds to a more precise interpretation to the cost factor.   

It is useful to compare these results with those extracted for a similar analysis when we control for different form of international outsourcing: core versus support business. Table 8 repeats the same analysis applied to (97) firms that solely fragmentize their core activities. The results for each of the questions are again ranked in descending order of importance. Some changes occurred in the ranking. Most notably is that lack of available labour has become more important while access to specialized knowledge became less important for this form of international outsourcing. 

Factor 1 (labelled Strategic Labour Cost Savings) alludes the importance of labour cost savings taken by the senior management. To a lesser extend is available labour important to this factor. Factor 2 and 3 are not wholly satisfactory since it isolates several less important reasons that makes the interpretation somewhat more difficult. Nevertheless, outsourcing of the core business is being motivated by efforts to improve the quality and/or the introduction of new products, reasons for (other) cost reductions and finding more appropriate labour. 

Table 8: Factor analysis for reasons for international outsourcing: core activities

	
	
	
	Components

	Item
	N
	Mean
	1
	2
	3

	Percentage of variance explained
	
	
	28%
	15%
	13%

	Reduction labour costs
	97
	1.44
	-.341
	.723
	-

	Improved/Maintained competitiveness
	97
	1.69
	-
	-
	-

	Strategic decisions taken by head
	97
	2.23
	-.652
	-.212
	-

	Reduction of other costs
	97
	2.24
	-
	-
	-.478

	Access to new markets
	97
	2.36
	.487
	-
	-

	Following competitors/clients
	97
	2.46
	.467
	-
	-

	Focusing on core activities
	97
	2.69
	-
	-
	-

	Lack of available labour
	97
	2.89
	-.354
	-
	-.331

	Improved logistics
	97
	2.93
	-
	-
	-

	Improved quality, new products
	97
	3.01
	-
	-.423
	-.401

	Access to specialized knowledge
	97
	3.11
	-
	-
	-

	Less regulations
	97
	3.11
	-
	-
	-

	Tax/Financial advantages
	97
	3.13
	-
	-
	-

	
	
	
	
	
	


Notes: Table 8 shows the order of importance of each of the questions that seek to identify some reasons for firms in engaging in international outsourcing. It is based on 97 firms that indicated that the core activities were outsourced. Since the scale (1-4) is reverse coded, higher importance translates into lower means and (more) negative factor loading. Factor loadings that are less than 0.20 were not reported and unusual positive loading were also reported. The factor loadings were derived from the correlation matrix. 

In table 9, we repeat the same analysis based on firms that only outsource their support activities. The factor analysis is very satisfactory as none of the reasons are mapped onto more than one factor. Factor 1 (labelled Allocation Efficiency) motivates international outsourcing of the support activities with better logistic support driven by (again) strategic considerations, to allow more focus on the core activities. Factor 2 (External) summarizes the importance of motivation characteristics that are driven by competitors/clients, access to new markets and less regulations. Factor 3 (Cost Competitiveness) reflects outsourcing of support services determined by efforts to reduce labour costs and adaptation to competitive pressures. Surprisingly, reasons related to other cost advantages did not map any of these three factors. 

Finally we turn to the rankings of reasons for outsourcing the support activities. Most notably is that access to specialized knowledge gains increasingly in importance compared to the ranking for the core business activities. 

Table 9: Factor analysis for reasons for international outsourcing: support activities

	
	
	
	Components

	Item
	N
	Mean
	1
	2
	3

	Percentage of variance explained
	
	
	26%
	12%
	9%

	Strategic decisions taken by head 
	59
	1.86
	-.534
	-
	-

	Reduction labour costs
	59
	1.93
	-
	-
	-.524

	Improved/Maintained competitiveness
	59
	2.32
	-
	-
	-.513

	Reduction of other costs
	59
	2.42
	-
	-
	-

	Access to specialized knowledge
	59
	2.62
	-
	.532
	-

	Focusing on core activities
	59
	2.72
	-.321
	-
	-

	Improved logistics
	59
	2.84
	-.423
	-
	-

	Following competitors/clients
	59
	2.93
	-
	-.342
	-

	Improved quality, new products
	59
	3.03
	-
	-
	-

	Tax/Financial advantages
	59
	3.10
	-
	-
	-

	Access to new markets
	59
	3.11
	-
	-.487
	-

	Lack of available labour
	59
	3.25
	.645
	-
	-

	Less regulations
	59
	3.44
	-
	-.231
	-

	
	
	
	
	
	


Notes: Table 9 shows the order of importance of each of the questions that seek to identify some reasons for firms in engaging in international outsourcing. It is based on 59 firms that indicated that the support activities were outsourced. Since the scale (1-4) is reverse coded, higher importance translates into lower means and (more) negative factor loading. Factor loadings that are less than 0.20 were not reported and unusual positive loading were also reported. The factor loadings were derived from the correlation matrix. 
6. Conclusion

This paper analyses some of the questions asked in the survey. We summarize the main results. In the first part of the paper, we looked at the relationship between international outsourcing and changes in employment. Our estimates suggest that the impact of international outsourcing displaced 9000 jobs in mainly Dutch manufacturing industry. These jobs can be categorized as the type of jobs that hardly involved high skills.

In the second part of the paper, we wanted to determine the order of importance to each of the questions that relates reasons for different forms of international outsourcing (fragmentation of total activities further broken down by core or business activities). The main reason for international outsourcing is cost related and the reduction in labour costs is the most important one. 

By a simple factor analysis, we determined some conceptual meanings to each of these questions. The results are summarized in the table below, 

	
	Total (core + business)
	Core activities
	Support activities

	Factor 1
	Cost Competitiveness (reduce labour costs, access to new markets, resistance to internal and external competition)
	Strategic Labour Costs Savings (labour costs dictated by senior management)
	Allocation Efficiency (better  focus on core activities, better logistics and strategic consideration of senior management)

	Factor 2
	Resources (more knowledge, available labour and (new) product quality)
	
	External (influence of other competitors, new markets, less regulations)

	Factor 3
	Strategic Costs (other costs’ savings  driven by senior management)
	
	Cost Competitiveness (reduce labour costs, adaptation to competitive pressures)

	
	
	
	

	
	
	
	


We find that the strategic decisions are an important reason for international outsourcing. These two reason combined suggest that international outsourcing follows a strategic business process that gives a unique competitive position through reaping the costs advantages. Firms that outsource their support activities suggest that this fragmentation benefits core competencies and may generate further cost savings. 
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