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This is one of a series of 7 Topic Sheets on aspects of economic and industrial restructuring, produced by the TRACE (Trade Unions Anticipating Change in Europe) Project and part-financed under Article 6 (Innovative Measures) of the European Social Fund. 

Each sheet provides information on a different aspect of restructuring and contains a definition, background facts and a consideration of the importance of the topic for trade unions.  The sheets are intended for use by trade union officers and trainers and may be freely drawn on to form the basis of training materials, handouts and other reference materials. 

Related keywords: Transnational restructuring, Competitiveness, Work organisation, Corporate social responsibility, Employment, Drivers of change, Skills qualifications, Corporate governance, Globalisation, Knowledge economy
Economic sectors covered: All
Terminology

Outsourcing

Outsourcing refers to the process of companies giving up elements of the in-house production of goods or services and instead buying them from external suppliers. As such, it can be regarded as a synonym of subcontracting or contracting out. 

Accordingly, outsourcing is the act of transferring some of the company’s recurring internal activities and powers of decision to outside providers
. These activities may include the manufacturing of products or the delivery of services, such as cleaning, catering, building maintenance, security, and distribution (or logistics), as well as business services such as IT support, consultancy, advertising, payroll management, accountancy or specialist design. 

Offshoring

We refer to offshoring (or offshore outsourcing) when particular tasks are transferred within the same company to a foreign location owned by the organisation itself. Offshoring frequently involves domestic companies setting up new subsidiary companies and new factories abroad to produce intermediate products (i.e. component elements of the overall product or service). At the same time some functions are retained in the home country (i.e. something remains ‘on-shore’). In brief, we can describe offshoring as the transfer of part of the production of goods and services to another country, through foreign direct investment, with the intention of re-importing them to the home country
. 

Offshoring frequently relies on the use of information technology, either in the form of cross-border data transmissions in the case of tasks that can be digitised (sometimes known as ‘IT enabled services’) or of cross-border voice transactions (e.g. direct phone-based customer support and other call centre functions). 

Despite the distinction, both outsourcing and offshoring refer to transactions that are integrated parts of the broader production (i.e. supply chain) of the company. They both involve a reduction in domestic production activity. Typically, downstream activities close to consumers, such as the final assembly of parts, remain in the home country, but labour-intensive upstream activities are often moved abroad in order to take advantage of lower wage costs. 

Outsourcing and offshoring activities form part of the production of both goods for the domestic market and export goods. The manufacturing, transport and services sectors seem currently to be those most affected.

Why do they occur?

There are three main reasons for the growth in outsourcing in recent years:

· Costs savings leading to a consequent growth in profits 

· Rationalisation of activities to improve performance and increase productivity

· Economies of specialisation resulting from an increased focus on the company’s core activity.

We can distinguish four main drivers in the current rapid development of offshoring in the services sector: 

· Diffusion of information technology and innovation with a consequent decline in telecommunication costs

· Increasing liberalisation of global trade and easy access to foreign markets

· Cost savings

· Access to a large pool of skilled labour outside the home country able to speak a common language (e.g. India and the English-speaking market).  

Size and dimension 

While offshoring is a relatively recent phenomenon, outsourcing has been with us for many years and is associated with increasing levels of specialisation within individual companies. In this kind of business model firms do internally what they do best (i.e. their ‘core competence’)
 and leave the rest to others. This is considered a crucial element of companies being cost-competitive and raising productivity, while at the same time improving the quality of their goods and services. The aircraft industry provides a typical example. Anything that is not seen as providing a long-term competitive advantage within the industry (e.g. the production of component parts and equipment) is usually outsourced to external suppliers. 

This specialisation of the production chain affects not only the demand for and the structure of the manufacturing and the services sectors.  It also has a significant impact on telecommunications, transport and related services. Former industrial jobs are now being outsourced not simply to goods producers but also frequently to transport and logistics companies, which are becoming an increasingly important element of economic and social development. According to the European Monitoring Centre for Change (EMCC), part of the Dublin-based European Foundation for the Improvement of Working and Living Conditions, nearly 20 million people in Europe are currently employed in transport-related activities. By far the majority of those employed are associated with road transport. In most EU Member States, the road transport industry employs between a third and a half of all those working in the transport sector
.

Some more facts and figures:

· Data from the Massachusetts-based Forester Research estimates that around 1.5 million jobs in the services sector in Europe will be offshored to lower waged economies in the next 10 years. In particular, India and China are becoming the favoured offshoring destinations for high-end telecommunications, software development and research and development work
. 

· The McKinsey Global Institute recently reported that US business dominated the global market for offshore, with a market share of 70%, followed by Europe and Japan. Within Europe, the UK holds the largest share of the offshore market because of its more liberal employment and labour laws. However, there is widespread offshoring in the services sector in more regulated European economies, too
. 

· A national report on offshore outsourcing in Denmark, produced by the European trade union project, Making Offshore Outsourcing Sustainable (MOOS)
, highlights Central and Eastern Europe as one of the target destinations of Danish offshore outsourcing of knowledge and service jobs because of the lower wages in those countries. 

· In a similar vein, the EMCC reports 163 cases of company restructuring in the services sector as being attributable to a transfer to the new EU Member States. These cases involved the loss of nearly 60,000 jobs as compared to the creation of just over 16,000 new jobs
.

Although these figures provide useful information, it is important to realise that they present only a partial picture and lack any historical perspective. A seminar, organised by the EMCC in March 2005, on the offshore outsourcing of business services highlighted the lack of any comprehensive statistical indicators of the current extent or nature of global outsourcing and offshoring. There is an urgent need to solve the problems of gathering statistical data and to produce more reliable analyses of these processes. 
The impact on employment and trade union concerns 

The main areas in which outsourcing and offshoring pose particular challenges for employees and trade unions are:

· Trade union rights

· Job losses

· Pay and working conditions

· Loss of trade union members

Outsourcing weakens the capacity of organisation, representation and intervention on the part of trade unions. An EIRO comparative case study report on the motor manufacturing sector highlights the way in which outsourcing brings changes in the composition of the workforce, in the structure of companies and in human resource management. These changes demand a partial redefinition of the traditional forms of trade union organisation, representation and bargaining to overcome the social effects that the dispersal of workers and the differentiation of employment conditions create
. 

These effects are even more evident in the public services where trade union organising has become a crucial issue as a result of the trend of decentralising responsibilities and jobs by moving them from central to local authorities. More specifically, decentralisation in the public sector seems to be linked to the subcontracting of traditional public services to private companies (privatisation). This move from the public to the private sphere may also lead to the transfer of employees from one employer or industry to another
. 

The acceleration of outsourcing, the increasing impact of logistics on the production chain and the increase in international offshoring have all heightened the sense of job insecurity amongst many groups of workers. This has been coupled with job losses and a downward spiral of labour standards in response to increasing globalisation. A 2004 report by the EMCC on the finance sector, for example, indicates concern among the trade unions in the sector that up to 100,000 call centre jobs could be exported from the UK to India by 2008
.

In many sectors, the risk for employees lies in the impact of outsourcing on collective bargaining concerning pay and working conditions. The main trade union concerns are the prospects of lower pay, fewer employee rights and a weaker (or even non-existent) structure of trade union representation and collective bargaining in the new outsourced companies. These companies are normally not subject to the same collective agreement as the original company. 

However, the employer who outsources part of the production process or the service can still affect the social and working conditions of the outsourced employees, even though they are working in another company located downstream in the supply chain under a different collective bargaining agreement. This influence is exercised by the upstream employer through the ‘price’ imposed on the supplier company providing the product or service. 

Evidence illustrates this to be a widespread practice currently in the telecommunications sector. In late 2001 big mobile telephony companies, like Ericsson and Siemens, announced reorganisation of their workforce with redundancies affecting thousands of employees in Europe. Both companies intended to reduce their industrial activity in some European sites, such as Spain, while outsourcing administrative and technical services
.
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