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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

Relocation refers to the transfer of business activities from one geographical location to another. It differs from outsourcing and offshoring in so far as the activities which are transferred do not belong to an ‘integrated system’ or ‘supply chain’.  It refers simply to the geographical relocation of a production facility from one place to another. However, evidence from the European Industrial Relations Observatory (EIRO)
 suggests that in some sectors there is not a very clear distinction between relocation and outsourcing. In particular, the process of transport companies moving employees to other countries is considered to be an effect of relocation as well as outsourcing.

Managerial literature often refers to a ‘geographical repositioning of activities’ in describing a company strategy that employs a variety of measures, including mergers and acquisitions, offshoring and outsourcing, and the transfer of headquarters, to optimise resources. 

Why does it occur?

There are various reasons for the relocation of operations and activities to other countries:

· Increased productivity

· Tax benefits 

· More favourable currency exchange rate

· Savings in labour costs

· Availability of subsidies

· Market closure

· More liberal legislative environment, including labour laws.

Although these will be weighted differently in each specific case, we can observe various trends in the broad patterns of relocation.

· Changes in the world economy during recent years have seen the increasing importance of relocation of activities to Asian countries, including China, as well as the emergence of other countries with far lower unit labour costs and less developed labour market regulation than in Europe. This has contributed to an increase in social dumping, with companies seeking out countries with lower wages, lower social security provisions and less highly regulated labour and working conditions. 

· Another problem for European Union economies in recent years has been the strength of the Euro, which has made exports of European products more expensive and more difficult. This has coincided with a process of increasing globalisation in which customs barriers have been reduced or removed.
· Finally, some companies now appear to be seeking out countries with more liberal laws or cheaper land prices, rather than lower wage costs. This is particularly true of those industries where wage costs represent no more than 10% of production costs (e.g. electronics) or sectors where plant size is an issue (e.g. logistics and distribution). In some cases, a multinational will stay for a given period in a country to take advantage of its market and official subsidies and then move elsewhere, at the same time profiting from the sale of land that it acquired at low cost when it initially set up operations. 
Size and dimension

During the first quarter of 2005 there was considerable corporate restructuring activity linked to company relocation. According to the European Foundation for the Improvement of Living and Working Conditions’ European Restructuring Monitor database (ERM), 6,452 jobs were lost in this period as a result of the relocation of production and other activities.
 These included 25 cases of relocation, involving a range of companies from different industrial sectors. Amongst the most important were Levi Strauss (clothing), Panasonic (electronics), Tesco and Carrefour (retail) and Keiper (motor). 

This kind of relocation is a process that has intensified in recent years. There appears, however, to be a change in the pattern, with relocations away from Southern Europe and towards Eastern Europe. During the 1990s, many foreign-based companies decided to set up businesses in Spain and Portugal to take advantage of tax benefits, available land, investment subsidies and cheap labour. Now, however, profitable companies, such as Levi Strauss, Panasonic, and Moulinex (domestic appliances), as well as loss-making businesses, are often closing their plants in these areas and relocating activities to countries with cheaper labour but a well-educated and skilled workforce, such as Central and Eastern European countries. 

For example, early 2004 saw the announcement by several multinational manufacturing firms, including Samsung and Philips Novalux, that they were about to move all or part of their production, at that time located in Spain, to Eastern Europe. The Korean-based consumer electronics multinational Samsung also recently closed its production facility in Spain and is relocating activities to Slovakia, which will be its new European headquarters, and to China. Similarly, the Dutch-based Philips transferred its main research and development (R&D) sections to France and Poland. In all, the Spanish automobile component sector, including companies such as Lear, Valeo, and Autotex, lost 20% of its workforce to Central and Eastern European countries in 2002 and 2003.
 

The impact on employment and trade union concerns 

The relocation of production and activities impacts on employment and trade union concerns in a variety of ways, including:

· Job losses and collective redundancies 

· Loss of trade union members

· Pay and employment conditions 

Evidence shows that, in situations of relocation where there is a threat of closure and job losses, trade unions are frequently faced with demands from the company for a considerable increase in production from the existing workforce.  This may involve demands to increase working time, provide additional flexibility or reduce wages as alternatives (or concessions) to relocation to another area and the dismissal of all or part of the workforce. 

One example is the Japanese-owned Nissan (motor manufacturing) which, as part of the negotiations with the local trade unions, planned to raise its Spanish production from 100,000 units in 2003 to 150,000 in 2007 by increasing working hours rather than increasing the workforce. Similarly, the Spanish company Fisipe (textiles) has announced plans to reduce pay by 20% and freeze it for two years. 

In order to reduce the spiral of relocation, some governments in Europe, including Sweden, have commissioned studies on the legal situation in the EU Member States with respect to employers’ responsibilities in the event of company relocation and closure. The aim is to tighten up national rules in the area of company relocation.
 In a similar vein, the Spanish government has begun work on producing a plan of support for R&D in consumer electronics.   

The threat of closure due to company relocation also has important implications also for the regional community, economy and environment, since it may lead to extensive de-industrialisation, especially when the number of relocations is high and the period of restructuring short. 

The Catalonia Experience

Catalonia used to be the most heavily industrialised region in Spain and housed some of the most competitive sectors, such as consumer electronics, with the presence of major corporations, including Sony, Sharp, Samsung, Tecnimagen, Pioneer and Sanyo. When these companies started to relocate their operations in 2003 and 2004, there was a significant impact on the region and its social community. 

Generally speaking, there were two main challenges: 

· Firstly, employees of the companies which were relocating, earning above-average wages, might be offered transfers to another area where they would have to accept much lower wages and working conditions. 

· The second challenge was the de-industrialisation of the entire region. 

Workers in auxiliary companies and suppliers, many of which had lost their main customer, experienced some of the worst effects on employment. The employment profile of Catalonia was also very particular, since the workforce was principally composed of middle-aged workers with relatively low qualifications and little seniority. The proportion of women workers was also high. The conditions offered by the companies affected by restructuring at that stage were not attractive. The possibilities for retraining to find new jobs with similar conditions were also very limited, because companies were seeking to reduce manufacturing costs.
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