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Abstract 
In the last decades moving the production abroad has become a common practice for 
companies willing to take the opportunity of localization advantages in other countries. 
However, the business performance may not always be positive and it can depend on 
the target country and the underlying strategic reasons. By means of a sample of 227 
Western European companies we analyze the relationship between the strategic reasons 
to move production abroad and the performance achieved, separately for offshoring and 
nearshoring contexts. Results show that strategic reasons are actually associated to 
higher or lower business performance, but the relationships change in nearshoring or 
offshoring contexts. 
 
Keywords: Off-shoring strategies; IMSS; Business Performance 
 
 
Introduction  
In the last decades companies’ supply chains have expanded over the national barriers 
due to increasing competitive pressures, reduced trade barriers and advance in 
transportation and communication technologies. In particular moving the production 
abroad has become a common practice for companies willing to take the opportunity of 
localization advantages in other countries. This trend is witnessed by the increase in the 
FDI (Foreign Direct Investments) made among different countries. 

According to (UNCTAD, 2010), FDI at the global level declined in 2008 and 2009 
after the peak reached in 2007. In the first half of the 2010, a modest recovery has been 
observed and cautious optimism is shown for the next years. Historically, largest share 
of investments inflows has been accounted by developed economies, however, in 2009, 
half of the global economic inflows were attracted by developing and transition 
economies. Moreover developing and transition economies generated one quarter of the 
global FDI outflows.  

Different international organizations (e.g. UNCTAD, OECD) have reported 
intensively on trends among US firms, but increasingly also among Western European 
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and Japanese firms, to ‘‘offshore’’ increasing parts of their activities in particular to 
low-cost countries such as China and India. 

Even if the term offshore country can refer to any destination in the world, the 
literature distinguishes between actual offshoring (i.e., moving production to a remote 
country) and nearshoring (i.e. moving production to a close country). Specifically, 
nearshoring is a term developed in the Western European countries to refer to moving 
production to Eastern European countries (Bock, 2008; Koubek et al., 2009). 

When investing across borders, companies may incur in several problems not 
experienced at the domestic level and these problems can change from country to 
country (World Bank Group, 2010). Moreover, managing a global manufacturing 
network can pose some issues to the profitability of the company, so that in past years 
many companies backshored the production home (Kinkel and Maloca, 2009).  

The success of an offshoring/nearshoring operation depends also on the strategic 
reasons why the company moved the production abroad.  

Several authors and associations (Buckley and Casson, 1976; Dunning, 1998; 
UNCTAD, 2010) classify these drivers into: market-related factors (i.e. size of the 
market, growth of the local market, access to the regional market), resource-related 
factors (i.e. skilled labour, access to natural resources, access to capital market), 
efficiency seeking (i.e. cheap labour), quality of business environment (i.e. government 
effectiveness, incentives, stable investment environment) and other motivations (e.g. 
follow the leader). 

Because of that, in this paper by means of a sample of 227 Western European 
companies we analyzed the relationship between the strategic reasons to 
offshore/nearshore and the performance achieved. Results show that different strategic 
reasons are associated to higher performance when considering separately nearshoring 
and offshoring strategies. 

 
Literature review 
Contributions on off-shoring refer to three main research streams. First, in the 
International Business literature the theory of firm's internationalization processes has 
been developed (e.g. Bilkey and Tesar, 1977; Cavusgil, 1984; Fletcher, 2001; Johanson 
and Vahlne, 1977; Johanson and Vahlne, 1990) in order to understand how companies 
should evaluate where to move the production abroad. On a second perspective, the 
Strategic Management literature has paid attention to the make-or-buy decision applied 
to the offshoring case (e.g. Nayyar and Bantel, 1994; Quinn, 1999). In the third 
perspective, Supply Chain Management literature has focused on how companies 
manage relationships with offshored plants (e.g. Baldwin and Clark, 2000; Quinn, 2005; 
Sanchez and Mahoney, 2002). 

Given the strategic impact and the investments related to offshoring, the choice of 
where and how foreign plants should be settled, received a lot of interest from the 
literature. Besides the aforementioned strategic drivers, authors focused on the best 
plant localization choices according to the minimization of certain cost functions related 
to taxes, custom duties, production and transportation costs (Aikens, 1985; DuBois et 
al., 1993; Schmenner, 1979). Taking a dynamic perspective, Ferdows (2009) indentified 
that a foreign plant might be rapidly opened and then closed seeking for the best 
locations in the world (“footloose” model). On the other side a plant might remain many 
years in place establishing strong connections with the suppliers (“rooted” model). 

Once selected the location, when setting-up new plants, changes on manufacturing 
methods are needed when social structures are transferred across cultures and societies 
(Young, 1992). For example, the issues of transferring Japanese manufacturing 
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management approaches to U.S. industries were more related to geographic and cultural 
factors rather than management approaches (Schonberger, 1982). National culture 
significantly explains international operations management behaviors among similar 
manufacturing plants in the same industry located in different cultures.  National culture 
may also create systematic differences regarding decision making (Pagell et al., 2005).  

Even if the literature is rather developed on the topic, some issues have received 
limited attention. In particular, the literature provides a partial understanding of why 
companies decide to move their production away in a offshoring or nearshoring 
contexts. This is however a fundamental point. Aron and Singh (2005), for instance, 
suggest that according to the context where offshoring takes place, different 
configurations may apply properly; specifically when operational risks are high 
companies should nearshore or manage the offshored activity tightly. Moreover, some 
authors (e.g. Sakthivel, 2007) report that offshoring increases the risk in the economical 
performance (e.g. because of uncertainties on productivity and quality), but it is not 
clear if offshoring or near shoring have a beneficial or detrimental impact on 
performance and what it is the link between strategic motivations, locations and 
performance. 
 
Objectives and Methodology  
Given these gaps in the literature, the aim of this paper is first of all to explore the 
strategic drivers for offshoring and nearshoring. Therefore, our first research question 
is: 

RQ1. What are the main strategic factors that push companies to move production 
abroad? Is there any difference on the relevance of strategic factors between offshoring 
and nearshoring? 

Next, in literature it is not clear whether in the last years companies that nearshored 
or offshored achieved higher/lower business performance, namely Return On 
Investment (ROI) and Return on Sales (ROS). Thus, our second research question is:  

RQ2. Is there any difference in terms of business performance between companies 
that have not moved production, those that have offshored and those that have 
nearshored? 

Third, we hypothesized that a relation exists between strategic drivers and business 
performance and that this relation can change for offshoring and nearshoring decisions. 
Our third research question therefore is: 

RQ3. How does the relationship between strategic factors and company performance 
changes for nearshoring and offshoring? 

In order to investigate the above research questions, we used data collected in 2009 
within the fifth edition of the International Manufacturing Strategy Survey (IMSS 5). 
This project, originally launched by London Business School and Chalmers University 
of Technology, studies manufacturing and supply chain strategies within the assembly 
industry (ISIC 28–35 classification) through a detailed questionnaire administered 
simultaneously in many countries by local research groups. Responses were gathered in 
a unique global database (Lindberg et al. 1998). 

The sample is described in Table 1. We selected only Western European companies, 
and, in particular, 227 companies (out of 234) provided information for this research. 
Companies are mainly small sized (47.6% of the sample) but also medium and large 
companies are represented. Different industrial sectors from the assembly industry are 
considered, mainly from the manufacturing of fabricated metal products, machinery and 
equipment. 
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Table 1
(a) 

– Descriptive statistics in terms of (a) country, (b) size, (c) industrial sector (ISIC codes) 
   (c)    (b)   

Country N %  ISIC** N %  Size* N % 
Belgium 26 11.5  28 83 36.6  Small 108 47.6 
Denmark 10 4.4  29 69 30.4  Mediu

m 
45 19.8 

Germany 34 15.0  31 33 14.5  Large 74 32.6 
Ireland 4 1.8  32 13 5.7  Total 227 100.0 
Italy 55 24.2  33 13 5.7     
The 
Netherlands 

20 8.8  34 13 5.7     

Portugal 9 4.0  35 3 5.7     
Spain 35 15.4  Total 227 100     
Switzerland 30 13.2         
UK 4 1.8         
Total 227 100.0         
* Size: Small: less than 250 employees, Medium: 251-500 employees, Large: over 501 employees 
**ISIC Code (Rev. 3.1): 28: Manufacture of fabricated metal products, except machinery and equipment; 
29: Manufacture of machinery and equipment not classified elsewhere; 31: Manufacture of electrical 
machinery and apparatus not classified elsewhere; 32: Manufacture of radio, television, and 
communication equipment and apparatus; 33: Manufacture of medical, precision, and optical instruments, 
watches and clocks; 34: Manufacture of motor vehicles, trailers, and semi-trailers; 35: Manufacture of 
other transport equipment 
 
Measures and data analysis 
In this paper, offshoring is defined as having moved the production outside Europe, 
while nearshoring is defined as having moved production to another country within 
Europe. Company size, used as a control variable, is measured by means of the number 
of employees at the business unit level. The other variables (i.e. strategic reason and 
business performance) considered in this paper are measured on 5 points Likert-like 
scales. In particular, the strategic reasons for offshoring and nearshoring are a measured 
through six variables: low cost labour, proximity to customers, skills and know-how, 
logistics, low cost material/energy, proximity to suppliers. These variables range from 1 
(=Not important) to 5 (=Very important). Finally, business performance are measured in 
terms of Return On Sales (ROS) and Return On Investment (ROI) relative to 
competitors (1=much worse; 3=equal; 5=much better). 

We proceeded in the analysis as follows. First of all, we simply analyzed the number 
of the companies adopting different delocalization strategies (i.e. how many nearshored, 
offshored or both). Next, we analyzed strategic reasons for moving the production 
inside or outside the continent, verifying rankings and differences. In this phase, we also 
checked the correlation among the strategic reasons. Following, we checked for 
differences on business performance among companies adopting different delocalization 
strategies. Finally, we built four regression models, putting in relation strategic reasons 
(independent variables) with business performance (dependent variables) separately for 
nearshoring and offshoring. In the regression model, the variance inflation factor of the 
dependent variables is always lower than 1.3 (Hair et al., 1998; Menard, 2002; Neter et 
al., 1989), while the condition index is on below 15 (Belsley et al., 2004). Since not all 
the companies answered about their business performance, in the regression analysis we 
had to rely on a subset of companies (59 for offshoring and 67 for nearshoring). 
 
Results 
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First of all companies were asked whether they have moved part of their production 
activities outside their country (Table 2). In particular, among the 227 west-European 
countries considered, 50% (115) have not moved any part of their production out of the 
country. However, most of the remainder (almost 30%) have both offshored and 
nearshored. Less than 30 companies have either offshored or nearshored. This evidence 
shows that offshoring and nearshoring are not applied by all companies, but, when 
companies move part of their production abroad, they tend to adopt both delocalization 
within the continent and outside the continent. Looking at Table 2 we can also see that, 
in our sample, these figures are strongly dependent on the country the plants belongs to. 
Countries like Switzerland and Portugal have a very limited number of companies that 
moved the production abroad; Belgium, Germany, Italy and Spain are more balanced; 
finally, all the Danish and English companies have delocalized their production at least 
inside the continent. 
 

Table 2  – Distribution of the sample according to country and offshoring/nearshoring 
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No movement 12 0 16 4 33 1 8 20 21 0 115 
Nearshoring 5 4 5 0 1 4 1 3 1 2 26 
Offshoring 3 1 2 0 10 2 0 3 0 0 21 
Both 6 5 11 0 11 13 0 9 8 2 65 
Total 26 10 34 4 55 20 9 35 30 4 227 

 
Based on the previous review of the literature, several reasons can exist behind the 

decision of companies to move production out of the country. Table 3 compares the 
relative importance of several factors. A comparison of the relative importance between 
those companies that have offshored and those that have nearshored is also provided.  

A first interesting result is that in both situations (i.e. nearshoring and offshoring) 
low cost labor is considered the most important reason for moving production out of the 
country. The second reason in terms of importance is the proximity to customers. A first 
relevant difference concerning reasons for moving production between offshoring and 
nearshoring concerns the availability of skills and know-how. Nearshoring is preferred 
when access to specific skills and competence is still an important aspect; while, in the 
case of offshoring, this is not considered a major objective. On the contrary offshoring 
tends to focus more on the availability of low cost materials and energy. Thus, the main 
difference between offshoring and nearshoring seems to rely on the relevance put on 
low cost; this appears to be a top priority (even if not the only one) when offshoring and 
only a relevant factor (among others) when nearshoring. 

 
 
 
 
 

Table 3 – Comparison of the reasons for offshoring and nearshoring 
 Nearshoring Offshoring  
  Mean Rank Mean Rank Mean difference sig. * 
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Low cost labor 3.32 1 3.52 1 .083 
Proximity to customers 2.65 2 3.02 2 .267 
Skills and know-how 2.64 3 1.93 4 .000 
Logistics 2.12 4 1.84 6 .066 
Low cost material/energy 2.11 5 2.71 3 .007 
Proximity to suppliers 1.80 6 1.92 5 .600 
* Paired sample t-test sig. 
 

Moreover, if we look at the correlation matrix (Table 6 - in Appendix), we notice that 
strategic motivations are correlated among them. This means that companies do not 
localize for one specific reason at a time, but several factors are involved. Moreover, the 
significance and value of these correlations change for nearshoring and offshoring, 
highlighting that the combination of drivers can change when delocalizing outside or 
within the continent. 

Considering business performance (ROS and ROI), we do not find any significant 
difference among the subgroups (Table 4). Therefore we cannot conclude that staying in 
Western Europe, nearshoring, offshoring or both, systematically provides better or 
worse business performance.  
 

Table 4 - Comparison of the business performance for offshoring and nearshoring (ROS and 
ROI are relative to competitors) 

 ROS ROI 
No movement 3.20 3.18 
Nearshoring 3.32 3.32 
Offshoring 3.36 3.07 
Both 3.17 3.00 
Sample average 3.22 3.14 
ANOVA Sig. 0.805 0.393 

 
Finally, we performed four multivariate linear regressions, considering either ROS or 

ROI as dependent variables, and the reasons for moving production abroad as 
independent variables, for both the offshoring and the nearshoring groups (Table 5). We 
also control for the company size (using the logarithm of the number of employees) and 
for the fact that some companies have both offshored and nearshored (with a dummy 
variable). 

Results show that in three out of four models, only one reason for moving production 
has a significant impact on performance, but it is a different one each time. 

In the case of offshoring, the search for low cost materials or energy sources has a 
negative impact on ROS. This result highlights that companies that offshored looking 
for low cost materials or energy sources did not succeed in lowering their cost at the 
business unit level. Further investigation would be needed to understand if these 
companies failed in finding low cost inputs or if other costs increased for this decision. 
As far as ROI is concerned, the objective of moving close to suppliers has a strong 
positive and significant impact on the performance improvement. This is an interesting 
result since it confirms that often manufacturing is moved after having already 
offshored the supply base, in order to reduce transportation costs and lead times. 
Surprisingly, the search for low cost labor, which we have seen before being the first 
reason for offshoring, does not appear to have a differential impact on the business 
performance. 

Even when considering nearshoring, seeking for low cost of labor is not significant 
in determining higher performance. In this case, instead, we found only a positive 
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significant impact of proximity to customers on ROI. Eastern Europe is actually close to 
customers, both the traditional markets in Western Europe and the growing markets of 
Eastern Europe itself. Moreover, since about half of the companies in our sample sell to 
other manufacturing companies, they might have been pushed to go abroad by their 
customers, that had already moved to Eastern Europe.  

 
Table 5 – Results of the regression model 

 
ROS ROI 

Std. Beta Sig. Std. Beta Sig. 
Offshoring 
 

(Constant) 
 .000  .000 

Both -.176 .210 -.156 .217 
Size (log) .017 .900 -.089 .463 
Proximity to suppliers .221 .118 .369 .005 
Low cost labor .061 .703 .065 .646 
Low cost material/energy -.337 .047 -.168 .264 
Skills .239 .152 .282 .061 
Logistic .114 .493 .170 .256 
Proximity to customers -.215 .138 -.130 .315 
n 59  59  
R-square 0.184  0.341  

Nearshoring 
 

(Constant) 
 .001  .000 

Both -.012 .934 -.155 .258 
Size (log) .046 .721 -.086 .492 
Proximity to suppliers .162 .287 .058 .694 
Low cost labor .281 .064 .054 .710 
Low cost material/energy -.176 .196 -.162 .220 
Skills .107 .514 .209 .193 
Logistic -.058 .731 -.003 .988 
Proximity to customers .143 .271 .304 .018 
n 67  67  
R-square 0.119  0.175  

 
Conclusions 
This paper provides an interesting perspective on offshoring and nearshoring strategies 
for European companies. 

First of all, among the 227 West-European companies considered, 50% (115) have 
not moved any part of their production out of the country, but the largest share of the 
remainder (almost 30%) has both offshored and nearshored. This lets us think about a 
“globalization divide” between companies that moved the production abroad and those 
that did not and now are “locked-in”. On the other side, we did not find any significant 
difference among the subgroups on business performance (ROS and ROI). Therefore we 
cannot conclude that staying in Western Europe, nearshoring, offshoring or both, 
systematically provides better or worse business performance. Although there are 
clearly several factors influencing the overall business performance, it is interesting that 
there is no clear dominance of any model. Next, for both offshoring and nearshoring we 
found that low cost labor and proximity to customers are considered the most important 
reasons for moving production out of the country. However, a relevant difference 
concerns the importance of availability of skills and know-how versus availability of 
low cost materials and energy. When nearshoring, skills and know-how availability is 
considered quite important, while companies that offshored, looked more to the 
availability of low cost materials and energy.  
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The last interesting result is that offshoring and nearshoring have a significant 
moderation effect on the relationship between strategic reasons and business 
performance. Results show that in the different models, only one reason for moving 
production has a significant impact on performance, but it is a different one each time. 

In the case of offshoring, the search for low cost materials or energy sources has a 
negative impact on ROS, while, as far as ROI is concerned, the objective of moving 
closer to suppliers has a strong positive and significant impact on performance. In the 
case of nearshoring, instead, the driver positively impacting performance (i.e. ROI) is 
proximity to customers. This represents an interesting perspective for practitioners, 
since it suggests that nearshoring and offshoring decisions can produce different 
outcomes according to the prevalent strategic reason. 

In the end we would like to highlight some limitations of the present work. This 
work has considered companies belonging to some specific industries, no attention 
however has been paid to the impact of industry characteristics on the considered 
relationships. Unfortunately the considered sample is not large enough to run a full 
industry-wise comparison, thus future works should consider more explicitly this issue. 
Second, in this work we have limited the evaluation of offshoring only to areas inside 
and outside the continent, while we were not able to consider both where (exactly) and 
how this investment has been realized (e.g., joint venture, green field or brown field 
investment, etc.). We argue that these last elements would be important to understand 
better how offshoring is done. 
 
Appendix 
 

Table 6 – Correlation matrix between strategic reasons 
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Proximity to suppliers    1 -.006 ,263* ,431** ,529** ,235* ,218* ,233* ,388** 
Low cost labor -.006 1 ,237* -.194 .014 .024 .176 -.040 .038 
Low cost material/energy ,263* ,237* 1 ,219* ,244* .179 .199 ,222* .080 
Skills ,431** -.194 ,219* 1 ,599** .125 ,267* ,386** ,319** 
Logistic ,529** .014 ,244* ,599** 1 ,233* ,538** ,428** ,445** 
Proximity to customers ,235* .024 .179 .125 ,233* 1 ,316** ,337** ,289** 
Social and political ,218* .176 .199 ,267* ,538** ,316** 1 ,361** ,415** 
Competition ,233* -.040 ,222* ,386** ,428** ,337** ,361** 1 ,462** 
Image ,388** .038 .080 ,319** ,445** ,289** ,415** ,462** 1 

O
ffs

ho
ri

ng
 

Proximity to suppliers 1 .170 .105 ,222* ,353** .209 ,282** ,216* ,243* 
Low cost labor .170 1 ,530** ,219* .029 .110 .109 .156 -.072 
Low cost material/energy .105 ,530** 1 ,433** .153 .009 ,251* .138 .176 
Skills ,222* ,219* ,433** 1 ,519** ,216* ,362** ,253* ,283** 
Logistic ,353** .029 .153 ,519** 1 ,384** ,528** ,342** ,454** 
Proximity to customers .209 .110 .009 ,216* ,384** 1 ,467** ,488** ,379** 
Social and political ,282** .109 ,251* ,362** ,528** ,467** 1 ,441** ,496** 
Competition ,216* .156 .138 ,253* ,342** ,488** ,441** 1 ,546** 
Image ,243* -.072 .176 ,283** ,454** ,379** ,496** ,546** 1 

** Correlation is significant at the 0.01 level (2-tailed). * 
* Correlation is significant at the 0.05 level (2-tailed). 
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