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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 

• SMEs play an important role in Germany 
 

• Account for 60 percent of all employees 
 

• Are responsible 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 
• 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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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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General reasons 
 
• Reduction of labor costs 
• Access to new markets ( avoid protectionism) 

• 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 
 

• V 
 
 
 
 
 
 
 
 
 
 
 

• Very heterogeneous results 
• Reasonably high-skilled can profit in the home country if back office activities 

are offshored 
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Source: 
 

• IAB- Betriebspanel 2008 (Offshoring decision was tested only in 2008) 

• Institut für Arbeit und Beschäfigung, Nürnberg 

• 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 
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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 

15 
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• First Step: test determinates for Offshoring with the 

help of  Probit Regressions 

• 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 

ktzztlkzkzktkztk Positive Correlation: 
•Skill Shortage 
•New hiring of high-skilled 
•Firm classified as 
industry 
•Improvement of 
Product/Service  
•“End of employment” 
•Employment guarantee 
•Volume of foreign sales 
 

Negative Correlation: 
 
•Collective agreement 
•New factory equipment 
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3. Empirical Analysis- What determinates Offshoring 
of larger companies 
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Positive Correlation: 
•Volume of foreign sales 
•Problems foreign capital 
•New Product/Service 
•Stock company 
•Firm classified as industry 
• Employees without 
education (after offshoring) 
 

Negative Correlation: 
•Collective agreement 
•Volume of sales 
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3. Empirical Analysis- SMEs vs Larger Companies 
  Variable SMEs Larger Companies 

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 - 
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Thesis:  

• Offshoring tends to complement not substitute key parent activities Slaugther 

(2009);  

• particularly for SMEs because Offshoring can increase the demand for 

resources and can increase complexity Boden, at al. (2009) 
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3. Empirical Analysis- Expected Employment trend  
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3. Empirical Analysis- Increasing Employment 
expected 
 

Positive 
significance: 
•Offshoring-SMEs 
•High-Salaries 
•Volume of foreign 
sales 
•Improvement of 
Product/Services 
•Innovation of 
Product/Services 
 
Negative 
significance: 
•SMEs without any 
outsourcing activities 
•Collective Agreement 
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3. Empirical Analysis- Lay-offs 
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Positive and significant 
relation just for SMEs 
which offshored 

Thesis: Offshoring leads to higher 
unemployment rates 
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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 
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3. Empirical Analysis- Expected Development-      
Business Volume 
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Positive significance: 
•Offshoring-Larger 
Companies 
•High-Salaries 
•Volume of foreign 
sales 
•Improvement of 
Product/Services 
•Innovation of 
Product/Services 
 
Negative 
significance: 
•SMEs without any 
outsourcing activities 
•Collective Agreement 
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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 
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4. Conclusion 
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4. Conclusion 
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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 

26 



4. Things to do 
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•  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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