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Abstract

Since the early 1990s international - or even global - outsourcing of intermediate products from
suppliers has been propagated as a key means to improve the performance of firms. It is
argued that becoming more lean and internationally focused is beneficial for the buyer as well
as for the supplier . Global sourcing is currently believed to be a common phenomenon.
Drawing upon a recent survey among a representative sample of 200 large Dutch
manufacturing firms this paper gives an answer to the question to what extent
internationalization of sourcing is indeed taking place and whether it affects a firm's
performance.

The analysis reveals that for this sample of firms global sourcing is the exception rather than
the rule. Although firms undertake considerable international outsourcing, this is mostly limited
to nearby ( European Union) countries. Statistical tests reveal that there is no significant relation
between international outsourcing and either market or financial performance. International
outsourcing can not be used to adequately explain firm performance. Therefore, an alternative
approach is discussed, in which the degree of (international) outsourcing is contingent upon

factors like the size and location of the headquarters of the firm.
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Abstract

Globd outsourcing of intermediaie products is thought to be common and to improve firm
performance. We invedigate these cdams and condruct a framework for explaining
internationa sourcing.

The literature review provides an overview of current knowledge on globa sourcing. We

then present an andlysis of a recent survey of 200 manufacturing firmsin the Netherlands.

Key results
Globd sourdng is limited empiricaly, is a consequence of various firm, indusry and

nationd varigbles, and causes no performance effects.
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Over the course of the lagt two decades the idess of managers and management scholars
concerning the optima sourcing drategy of a firm have changed dgnificantly in two respects.
Frg, firms have moved away from veticd integration towards increesed outsourcing, in a
belief that leen and flexible (manufacturing) firms that ‘gick to ther knitting' perform better
(Peters & Waerman, 1982, Womack, Roos & Jones, 1990). Second, dating in the 1990s
firms have been advised to use globd sourcng, by picking bet-in-world externd  suppliers,
& a means to improve compsditiveness (Monczka & Trent, 1991; Quinn & Hilmer, 1994).
Implementing these ideas has important consequences for the dructure and drategy of
multinational corporations. They become leaner, even virtud, companies a the heat of
international  production and supply networks. This line of thinking hes been followed, in one
way or another, by numerous autthors (eg. Domberger, 1998, Lorenzoni & BadenFuller,
1995; Quinn & Hilmer, 1994).

Some firms, like Honda, are sad to both have implemented globad sourcing and to
have benefited from it. Little substantial evidence has been provided to support such dams
for a wider range of firms and sectors. We therefore ask to what extent globa sourcing from
outsde supplies exids, how it can be explaned, and whether it leads to increased firm
peformance. Fird, an overview of exising literaiure on globd sourcing is presented. Second,
a survey of leading manufacturing businesses in the Netherlands is andyzed. Both the degree
of globd sourcing and the antecedents of globd sourcing are assessed. Then we test the
performance impact of globd sourcing. Findly we present some implicaions and possble

extengons of our research.

Global sourcing: Overview
We executed a review of peer reviewed atides gopearing on sourcing and globd sourcing
usng the ProQuest dadbase, which is widdy applied by academics in management. It



subgantiates the notion that globa sourcing is a topic of increesng academic interest. Over
the entire 1970-1985 period only 29 atides festured ‘sourcing. Before 1986 not a sngle
aticdle appeared containing ‘globd’ and ‘sourcing’. After 1985 interest in globa sourcing rose
rapidly, paticularly after the semind aticde by Kotabe and Omura (1989). In the most recent
time period, from 1998 to 2000, the average yearly number of aticles on sourcing rose to 35,
while tha on globd and sourdng rose to 7. The interes in globad sourcing in academic
journds has risen from none & dl to subdantid levds dnce the mid-1980s. This makes
globd sourcing an interesting topic for IM scholars. Interestingly the pattern is little different
for non-peer reviewed articles, implying there isarising interest anong practitioners too.

Globad sourcing was identified as a research topic in the late 1980s (Kotabe & Omura,
1989). The ealiet reference to internationa sourcing gppears to be Leff’'s (1974) aticle
which, however, is concerned with production location decisons of U.S. firms tha were
seeking interndtiond expangon. Leff (1974) argues that plant location is essentidly optimized
by playing off currency fluctuations In the late 1970s more work emerged on the
international  sourcing pattern of firms, which dedt with intrafirm exports usng macro
economic data obtained from trade datigtics (Lal, 1978) and with sourcing for find markets
(Buckley & Pearce, 1979). However, none of this earlier work is concerned with internd and
externd sourcing as interchangesble and competing modes. Thus the definitions of earlier
work do not match what is currently considered to be sourcing.

Kotabe (1992), who promoted globd sourcing into an IM topic, refes to globd
sourcing as involving sourcing for components as wel as sourcing for find products The
sourcing part is therefore rather graightforward: it smply involves dl actions and transactions
needed to obtain a maketable product (Kotabe, 1992). But what makes the transaction globa
remans rather vague in mogt definitions. Condder the definition given by Murray, Wildt and

Kotabe (1995b):



“Globad sourcing involves setting up production operdtions in different countries to

sarve vaious makets or buying and assembling components, parts or finished

products world-wide’.
This definition suggests tha d MNCs producing aoroad, and even domedtic firms which use
inputs from a number of countries, engage in globd sourcing. Other terms used besides globa
sourcing, indude internationd sourding  (Levy & Dunning, 1993), multingtiond  sourcing
(Birou & Fawcett, 1993) and offshore sourcing (Frear, Metcdf & Alguire, 1992, Kotabe &
Swann, 1994). Internationd sourcing is defined as buying by a firm in one country from a
firm in another country (Levy & Dunning, 1993). Multinationd sourcing (Birou & Fawcett,
1993, though not formdly defined, seems to have more or less the same connotation as
internationd sourcing. Offshore sourcing (Frear e d, 1992; Kotabe & Swann, 1994) has only
been goplied to US firms that produce and purchase droad and then export products to the
US. Hence globd sourcing appears to be the most comprehensve of the four terms and

includes multinationd, international and offshore sourcing.

Wha do we know empiricdly about interngtiond flows of goods beween buyes and
uppliers? There is anecdotd evidence to support the notion that many firms have patidly
and some have entirdy internationd supply chains and that mogt firms have an increasing
number of internationd suppliers 1t is this latter phenomenon, internationdization of the
supply base, which is the focus of this pgper. Although not very Szedble there is some
literature on the interndtiondization of sourcing. Two types of data have been used to
determine the extent of interndiondization in sourcing. The firgd type invdves secondary,
datidticad data a the macro leve, most notably Wyckoff (1993). The second type is primary,

firm leve, data from questionnaires or interviews (eg. Kotabe & Omura, 1989).



Wyckoff (1993) edimeated the degree of internationdization of sourcing on the bass
of input-output tables of netiond economies. The results of Sx countries are mentioned: the
US, where 13% of sourcing is internationd; Japan, with 7% internationd sourcing; France,
with 38%; Germany, with 34%; the UK, with 37% and Canada, with 50%. These data are
based on farly rough internationd trade ddidticss which do not excude intrafirm trade
(sourcing from own units and reated transfer-pricing effects) and re-imports of finished
goods. For some 2,000 US firms with about 18,000 foreign dffilistes Kotabe and Swan (1994)
caculaed an offshore sourcing raio. This ratio is defined as the sum of US manufectured
imports from foreign afiliates of US firms plus plaform exports from these foreign effiliates
to third countries, dvided by parents totd sdes This ratio is a measure of the importance of
foreign production activity as a pat of the firm's totd production (sdes). Kotabe and Swan
(1994) thus invedtigated the sourcing of find products, cdculaed for three moments in time
An increase in international sourcing activity was regigered: from 6,2% in 1977, via 7.8% in
1981 to 10.3% of dl activities in 1989. Buckley and Pearce (1979) smilaly investigaed
sourcing for find makets In a sample of 156 MNCs they found results smilar to the
Wyckoff study. For Jgpanese companies a ratio of overseas production to totd sdes was
found of 2.4%. For French companies the ratio stood a 8.0%. For the Swiss (91.6%), Bendux
(70.7%) and the ‘joint and other’ (69.7%) MNCs a much higher ratio was obtained. Kotabe
and Omura (1989) provided daa on 43 European and 28 Jgpanee MNCs in the US. The
maor sourcing drategies of these MNCs are described in terms of components sourcing and
assembly location. Of the European firms 16 both assemble and source components in the
home country and 17 both assemble and source components in the US. Of the 10 remaining
European MNCs, 4 both assemble and source components from another developed country
(which may be European). Then 3 firms source components from the home country and

assemble these in the US. Only 1 firm sources components from less developed countries and



asmbles in the US. Only 1 firm sources components from the home country and assembles
in the US The remaining firm sources components from the US and assambles in a less
devdloped country. Of the 28 Jgpanee firms in the sample 15 both assemble and source
components in the home country as the mgor sourcing draiegy. Some 5 firms both assemble
and source components in the US. Another 7 firms source components from the home
country, which they subsequently assemble in the US. Only 1 firm rdies on sourcing of
components and assambly in a less devdoped country. Based upon the same survey of
Japanee and European MNCs, Swamidass and Kotabe (1993) cdculaied average component
sourcing. For manufecturing in the US, 64.3% is sourced within the US, 29.9% in the home
country 1.8% in other deveoped countries and 4% in less deveoped countries For
manufacturing in the home country with sbsequent exports to the US, they find 6.5%
sourcing in the US, 885% sourcing in the home country and 25% each in other developed
countries and less developed countries. The latter appear to be the only data outdde the US in
the literature on component sourcing. No diginction is made between Jgpan and Europe. In a
later dudy Murray, Kotabe and Wildt (19958 used a survey among US subsdiaries of
Fortune 500 companies. Of the 104 responses, 71% were from European and 21% from
Japanese companies. On average these companies sourced 73.7% of ther components from
the US, 15.9% from the home country, 7.6% from other developed countries and 2.8% from
less developed countries. In terms of assembly, 85.7% took place in the US, 7.9% in the home
country, 35% in aher developed countries and 29% in less developed countries. Other
dudies provide a less detaled view: Birou and Fawcett (1993) report 13% of sourcing to be
internationd for a sample of 149 US firms in the US, Monczka and Trent (1991b), for a
sanple o US companies in the US find 15% of sourcing to be interndtiond. Teable 1

summarizesthese results.



Insert table 1 around here

Although marked differences exit between these empiricd dudies some Smilarities gopear
a wdl. Frd and condgent with intuition, the degree of interndiondization in sourcing is
negatively rdaed to the gze of the focd country. MNCs in smdler countries, such as
Switzerland or Canada, use internationad sourcing more than Jgpanese or US MNCs do. Being
geographicdly isolaed probably dso gdimulaes domedic sourcing. Second, indde the
paet’'s home country firms do not meke much use of internationa sourcing. Apparently
these firms have over time built a large network of suppliers in their home country or even in
their immediate proximity. This seems to be consgent with the idea of indudtrid didricts or
duges (Mashdl, 1919), such as Slicon Vdley, where firms and ther suppliers lump
together. Third, foregn subddiaies of MNCs have the most internationdized sourcing
patern. Their sourcing pattern gppears to be mainly binaiond, divided between the home
country and the host country. In most cases this bi-naiond sourcing is intrafirm sourcing.

None of the sudies addressed the effects of macroeconomic regions, such as NAFTA
or the EU. Mog dudies were undertaken before these regions fully meteridized, while other
sudies do not explicitly account for these developments. Regiond integration agreements can
lower transaction cogts implying firms in andler and medium-sized countries will  source
more internationdly, but modly from within the economic aess in which they opeae

Regiond sourcing strategies are based on different considerations than globd sourcing.



Resear ch questions

We now specify the research questions, which are threefold. We are interested in the degree to
which firms source globdly, in the causes of globd sourcing, and in the performance
implications of globd sourcing. Building upon the overview severd hypotheses will  be
formulated. Our hypotheses and the remainder of this paper will center on the externd
sourcing  of inputs required to manufacture find  products  (internationd  outsourcing),

implying we will rot discuss the assembly of find products to serve certain markets.

Extent of global sourcing

The fird hypothess draws on the generd finding that international sourcing was somewhat
limited in ealier dudies Over much of the 1990s the term globdizaion presented the
dominant way of thinking about processes of internationdization. Recently, however, authors
(mogt prominently Rugmen, 2000) have pointed to the importance of regiond economic
processes. Sourcing from the same economic region has advantages in terms of sharing the
inditutiona regime with the supplier and lower transportation costs. Furthermore a leest a
pat of al outsourcing benefits from physicd proximity, snce there are agglomeration effects
in indudrid didricts (Marshdl, 1919) as wdl as jus-intime ddiveries Such effects would
promote domegtic or even locd sourcing. Globa outsourcing, obtaining worldwide inputs, is
therefore probably not so prominent as has been suggested.

Hy Domesic and regiond outsourcing ae fa more prominent then globd

outsourcing.

Antecedents of global sourcing
At the firm level one important effect, which was not discussad in the literature review due to

a lack of exiding data, concerns the reation between sze of the firm and internationd



sourcing. One can argue that Sze of the firm is a key factor in determining the extent of
internetiondization of sourcing. Larger firms ae less likdy to find gppropriste suppliers in
one country. Larger firms are more internationa because a larger pat of thar Sze is formed
by exports. Larger firms are dso more likdy to manufacture in multiple countries. So they are
more likedy to be exposad to internationd competition and internaiond suppliers And given
ther sze they may be more digible to receive price reductions when sourcing from one
globa supplier. Smdler firms source internationdly when they require highly specidized
inputs that are not produced everywhere. This, however, is likdy to be only a smdl pat of
their inputs.

H: Frm Szeis pogtively rdaed to internationa outsourcing.

Then there is the indudry as an explandion. Internaiondization of sourcing is not only a
drategic choice but to some extent dso an impedive dictated by industry competitors. As
Kotebe (1992) has illuminated, sourcing decisons ae co-determined by the Stage of the
product life cyde (Vernon, 1979) an indudry is in. If this is the case a firm that sources
internationdly may not outperform competitors because firms within the industry mimic each
other’'s behavior (DiMaggio and Powel, 1983). The decison to source from a paticular
location is rddively essy to imitate. Scde effects due to dudering dimulae such mimicking
even further. If a certan number of suppliers of an industry are located in a country, the
conditions are favorable for buyers to sdect one from a multitude of suppliers Competition
among suppliers in a locaion will increese efficiency across the industry (Marshdl, 1919). A
more moderate verson of this ‘lack of draegic choice argument would be that in many
indances firms that choose to interndiondize their sourcing do SO because no adegquate
domestic sources are avalable. Thus these firms are forced to source interntiondly, even if

they know internaiond sourcing may not bring any advantages. In fact, some indudries like



éectronics or automobiles are known to shift sourcing to certain countries in industry-wide
waves. Kotabe (1998) has referred to these indudries as ‘assembly indudries. These
indugtries gperate under JT principles. Unlike in beatch indudtries, cooperaion with suppliers
is very important in the assembly industry. Cooperation is esser to redize if both paties ae
located close to each other since facetoface contact improves the qudity of reations
Therefore internationd sourcing isaless preferred option in thisindustry.

H3: Being in the assembly indudtry is negatively rdaed to internationa outsourcing.

Findly drategy and internationdization is dffected by the nationdity of a firm (Yip,
Johansson and Roos 1997). One conduson semming from the literaiure review was that
those firms mogt likdy to use internationd sources are subsdiaries of foreign firms given
ther extensve socid networks outsde of the focd country. They are able to combine the best
traits of two supply bases, the home and the host supply base. Domedtic firms are more likey
to be focused on existing networks within nationd boundaries

H4 Being aforeign (host) firm is postively rdated to internationa outsourcing.
Rdaed to this it can be expected that multingtiond firms, with their previous
internationa  experience, ae exposed to a much wider scope of internationd  sourcing
opportunities. MNCs, both Dutch and foreign, have edablished supply networks in other
countries and can optimize their payoffs by combining the bet dements of various
countries. Thiswill result in higher internationd sourcing.

Hs: Being an MNC is pogtively relaed to internationa outsourcing.

Performance consequences of global sourcing
The rdationship between globd sourcing and peformance hes been problemaic so far for

two empirica ressons and one conceptud reason. The firg empiricd problem is smply a lack



of dudies linking internationd sourcing and  peformance. The only empirical  sudy
addressing this link is Scully and Fawcett (1994) who cite some perceived advantages of
globd sourcing and severd chadlenges to successful globd sourcing. However, they base ther
conclusons on a messure of the (percaved) peformance impact of globd sourcing that is
amply an average of a set of managerid responses to the statement that internationd sourcing
has improved the firm's overdl performance. No upward and downward margins of eror are
reported, which makes an esimation of rdiability of these findings impossble. Furthermore it
is doubtful whether such a measurement method could even generate relidble findings. The
second empirical problem is a lack of rdisle daa to invedtigae internaiondization of
saurcing (Swamidass & Kotabe, 1993). Frms do not publicly report sourcing ectivities in the
same way they report sdes daia At the nationd leve only trade deta are available, which do
not specify firm behavior and peformance. These limitations have seioudy condrained
researchers in need of data on the extent of internationdization in sourcing.

Conceptudly, there has not been a stidactory explandion as to why internationd
outsourcing would be superior to domestic sourcing. Although many ad hoc aguments in
favor of internationd outsourcing have been given, we are 4ill ddled a the pogtion of
uspecting a pogtive impact of globd sourcing on performance but being unable to explain it.
However, by combining severd lines of agument, a hypothess can be obtaned. Quinn &
Hilmer (1994) suggest that through internationd sourcing firms open up a much larger pool of
suppliers and can pick socaled ‘best-in-world suppliers. Thus interngtiond sourcing  dlows
for a wider search and potentidly more competition among suppliers leading to more efficient
outcomes. Kotabe (1998) has suggested Pacific Rim sourcing may have delivered U.S. firms
paticular efficiency advantages The internaiondizaion literature & lage has amilaly
suggested importat advantages atached to internationdizing the firm. For example, Dunning

(1993) in dexribing severd man intendiondizetion motives  didinguishes  between
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resource seekers, market seekers, efficiency seekers and drategic asset or capability seekers.
Escape invesments and support investments are secondary motives for  internationdization.
While it dealy goes beyond the scope of this paper to link dl of these motives to sourcing
drategy, it is obvious tha internaiond sourcing might, like FDI, potentidly ddiver such
benefits for ingance in the form of efficiency gans A find argument would be the sdf-
sdection bias occurring in the choice to interndtiondize (Dunning, 1993): only those firms
that believe they can obtain competitive advantage from internationalizing decide to do o.

He: Globa outsourcing is postively related to the performance of afirm.

Research method

There is a lack of daa on internationd sourcing. Furthermore, most empiricd  measurement
has taken place in the late 1980s and early 1990s. In addition, mogt of the firm levd data on
internationd sourcing are from the US. Sourcing research in the EU, has been confined to
descriptions of particular sourcing relations and networks (Dubois, 1998) and the Structure
and funcioning of supplier networks (Ford, 1998). There does not gopear to be any evidence
on (the performance of) internationa sourcing strategies of firmsin European countries.

To overcome these deficiencies, a mail survey on international sourcing dSrategy was
sent to 787 managers of the larges manufacturing firms in the Netherlands in late 2000 and
ealy 2001. The Netherlands makes a good case for a study on internationd sourcing given
the fact that it is a samdl and open economy with subgtantia foreign investments in various
manufacturing indudries. Of dl the countries in the world, the Dutch economy haes the largest
combined presence of home and hogt multingtionals in the economy (Van Tulder, 1998). If
globa sourcing is not a dominant drategy in this country, it is even more unlikdy to be found
in larger EU member dates like Germany or Itdy with ther more substantid domestic supply

bases. The firms were those manufacturing members of NEVI, the Dutch associaion for
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purchasng management, for which additiond background information could be obtaned
from Staigics Netherlands (CBS). A totd vaid response of 204 was obtained, of which 200
were in time to be usad for the current andyss. If a leest 80% of the survey was completed, a
response was seen as vdid. Two rounds of mal surveys were sent out following the regular
procedures (Dillman, 1978). After those two rounds cdose to 2,000 tdephone cdls were
executed. Thus it was possble to andyze in some detal the reasons for nonresponse among a
grest mgority of the remaning firms in the sample A group of 19 (survey was never
deivered) and 67 (survey ingppropriate for firm) and 30 (survey ingppropriate for individud),
or 116 firms, can be dropped from the sample when cdculaing the effective response rate.
This implies the effective response rate for the survey is 204 / 671 * 100%, or 30.4%, which
dands out postively when compared to other resserch in sourcing drategy. Gilley and
Rasheed (2000) sent out thelr survey to two respondents in a firm to receive a response from
only 17% of the firms. Murray e d. (1995a) obtaned an effective response rate of 22%.
Usng the CBS background data we established there was no non-response hias in terms of

turnover, number of employees, extent of outsourcing, and profitability.

Measures

Frd, firms were asked to identify for their largest product the countries of origin among
which the totd sources volume was digributed. The question was "Out of 100% of dl the
volume your firm sources externdly, what percentage sems from the Netherlands, Belgium /
Luxembourg, Denmak / Finland / Noway / Sweden, Germany / Audria / Switzerland,
France / Itdy / Spain / Portugd, UK / Irdand, Greece, Centrd and Eastern Europe, US /
Canada / Audrdia, Japan, rest of Ada, and rest of world”. The answvers were used to establish

the degree of internationdization of the supply base and to diginguish between domedtic

12



(Netherlands only), regiond (EU), foreign or internationd (outsde the Netherlands), and
globd (outsde of EU) sourcing.

Then the other varidbles in the modd were measures. The industry in which the firm
operaies was defined smilar to Woodward (1965) as a three-way dummy between treditiond
industries like dothing, bach indudries like chemicds and assembly indudries like
gectronics. Naturdly firm sze was incduded (messured by the annua sourcing budget).
Foreignness was measured as a dummy taking on the value of 1 for foreign firms. Then the
degree of product innovaion was added, usng the measures of Murray et a. (9953). Here a
Cronbach a vaue of .80 was obtaned usng two out of three proposed items (Murray et d.,
19953). Furthermore the degree of Standardization of the firm's product was included (from
Murray et d., 19953), since it is often suggested standardzed products are best fit for
internationd  sourcing. Another measure was the degree of outsourcing. As suggested ealier,
outsourcing and not globd sourcing may be driving peformance The degree of outsourcing
was defined dmilar to Murray et d. (19958). A meesure of the overdl drategy of the firm
based on the Miles and Snow (1978) typology and proposed by Shortdl and Zgac (1990) was
used in a bdief that generd drategy meters to a firm's performance (Miles and Snow, 1978;
Porter, 1980). Findly, to measure peformance itsdf, the measures used by Murray e 4d.
(19959 in their ressarch on globa sourcing drategy in the US were replicated. These
measures were used previoudy for sourcing research and found to be useful. Thus, firms were
aked to compae ther financd peformance (ROS and ROI) and market performance
(market share and sdes growth) with that of ther three largest competitors. Given the high
postive corrdaions between these measures, they were aggregated to form one peformance

variable using dl four items (Cronbach & vaue of .66).
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Findings

Extent of global sourcing

An oveview of the average geographicd spread of the supply bases of dl firms is given in
table 2. Internationdization of the supply base is manly limited to other EU countries with
the exception of a few firms or industries’. In fact only 11% of sourcing stems from other
aess of the world. Of dl EU sourcing, domestic sourcing from within the Netherlands is the
largest contributor a aound 55% of dl sourcing. Germanic countries aso contribute
dgnificantly a 17%. Some 19 firms sourced excdusivdy from the Netherlands, another 13 did
not source anything from the Netherlands. Among foreign countries the Germanic countries
ae mod popular. This is not surprisng given the lage awnud trade volume between
Gamany and the Nehelands and the rdaive drength of Germanic  countries in
manufacturing. Among other EU countries there is more or less an even spread, dthough
Belgium as the only other directly neghboring country dso accounts for a dgnificant volume
of sourcing. Beyond the EU there is not much sourcing activity going on. Mogt of thet globd
ativity is concentrated in Anglo-Saxon countries and to some extent in Centra and Eagern

Europe and Asa. The data provide dear support for hypothesis 1.

Insert table 2 around here

Corrddions and means are presented in table 3 showing that severd vaiables are srongly
correlated. Note that the strong corrdaion between foreign and globa sourcing is obvious

since foreign sourcing is an important part of globa sourcing.
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Insert table 3 around here

Antecedent of global sourcing

The same data are now used to edtimate the effects of various varidbles on internationa
sourcing. Table 4 reveds the reaults of the regresson andydss on internaiona  sourcing
that induded the predictors on & firm sgze, b) indudry, and c) country of origin.
Confirmation is found for hypotheses 3, 4 and 6, while hypothesis 5 has the gppropriate

9gn but lacks sgnificance.

Insart table 4 around here

The evidence for hypothess 6 is paticulaly strong, suggesting that MNCs  indeed
outsource much more internationdly than purdy domedic firms do. The evidence for
hypothesis 3 confirms the importance of firm leve factors, in paticular sze of the firm.
Larger firms source more nternationdly. Hypothess 4 is dso reflected in the data: a part
of internationd sourcing is indeed explained by fectors & the indudry leve. Frms in the
assambly indudry, with their complicated products, gppear to benefit from proximity to
suppliers. That no ggnificant results was found for hypotheses 5 might be assigned to the
limited number of foreign firms in the sample (41). This result warrants further testing.

The degree of outsourcing is dso postivdy rdated to foreign sourcing, implying that
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firms that outsource much use more internationd inputs. This makes sense given their

larger need for outsde suppliersthat is hard to fulfill by only using Dutch suppliers.

Performance consequences of global sourcing

In table 5 results of the regresson andyses on firm peformance are presented. The modd
tets and explaned variance are agppropriate and severd dummies as wdl as the product
innovation meesure are dgnificantly relaed to firm peformance in the firs modd. When
adding internationd sourdng in the ssoond modd no  additiond  explanatory vdue was
obtained. The same gpplies for adding globd sourcng in the third modd. Thus hypothess 2,
deaing a pogtive reaion between internationdization of the supply base and performance of

afirm hasto be regjected.

Insart table 5 around here

Discussion and limitations
The daa on intenationd sourcing draegy confirm  patterns from  earlier udies on
international  sourcing. Mogt sourcing comes from within the economic region in which the
firm is located, in this case the EU. Appaently there are key products these manufacturing
firms source, which they themsdves believe are best sourced from nearby places (JT ddivery
plays an important part here). For peripherd products this may differ as they contribute less to
the total cogts of the final product and can therefore perhaps be sourced a a higher risk.

These findings contradict predictions and daements that geogragphicd  borders and

location no longer matter (Ohmae, 1990). They provide support for an dternaive view, which
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suggests there is no across the board globdization and that most of the current processes of
internationdization and competition are regiond in nature (Rugman, 2000; Ruigrok & Van
Tulder, 1995). The moatives for internationd sourcing ae not only intrindc and amed a
increesing efficiency (the key motive that Dunning, 1993 sketches), but are aso triggered by
extrindc motivation amed a baganing with home a wdl a host governments and
increesing drategic effectiveness. Although large multingtiond  companies dso invest in other
regions of the world, their overdl dependence on ther home regions is often ill large
Furthermore mogt trade tekes place within economic regions and not between them. Of course
there are dways exceptions and some firms do indeed source much from abroad. Those that
source more from outsde the EU are larger firms and foreign hogt firms. Host firms source
more from their respective home countries since they dreedy have a strong supply base there.
Furthermore they have problems adapting to locd circumstances and condructing a loca
upply base may be codly in tams of the cods involved in finding locd suppliers and
building up rdationships with these suppliers Larger firms will require larger volumes from
suppliers, meking the range of possble suppliers smdler. Findly it may be bendfidd to
source larger volumes from doroad due to scde economies in purchasing, transportation and

digribution.

Beyond the factors were tested and discussed above other vaiables may induce globd
sourcing.  Internationdization of sourcing can be the consequence of higtoricd  conditions, in
paticular previous M&A activity. If a firm is composed of multiple units from different
countries, it is much more likdy to source internationdly. Even if the M&A partners were
located in the same country, ther combined network reach would il be larger, inviting more
international  sourcing  opportunities. More generdly previous foreign experience will increese

internationd sourcing. One thing previous IM literature has taught us is tha firms expand

17



from ther exising socid networks (Rangan, 2000). Trade with another party a a certan
digance is much more likdy to occur if that other party is located within netiond borders than
if it is located in a neighboring country. However, MNCs dat building an internaiona
network once they dat expanding across borders. So if a firm has previous internationa
experience (Barkema, Bdl & Pennings, 1996), it is more likdy to source from a multitude of
locations given the network of linkages that it has established with partners in other countries.
One further effect that might hep predict international sourcing is the physcd and culturd
digance of a country to other countries Culturd distance is an indicator of the likdihood of
expandon to a paticular country (Bakema, Bdl & Pemnings 1996). Smilaly, operating
from a country with rdatively smdl culturd digance to nearby countries (supply sources)
will gimulate sourcing from these countries. Obvioudy these potentid effects should be
discussed in more depth and tested empiricdly in future studies as they exceed the caacity of

the current study.

No impact of internationdization of sourcing on peformance was found. One may be
tempted to conclude that internationdization of sourcing does not lead to the expected
performance incresse, nor to any peformance decrease. However, it could be there ae
measurement errors. The Cronbach & vaue on the dependent variable of performance is not
redly high. This might wesken the rdaion between internationdization and peformance.
However, there is no relation a dl between the indegpendent variable, internationdization, and
the dependent varidble, performance, while there are subgstantid other effects Thus, a dightly
higher rdigbility will most probebly not produce very different results. Another obvious
limitation could be thet the finding is typicad for the Netherlands or smdl countries in generd.
There is no a priori reason to assume internationd sourcing by firms in the Netherlands would

be any diffeeent from internationd sourcing by firms in Jgpan. In fact, sSmilar findings
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emerged from ealier literature, which used other countries for empirica testing. Further
empirical evidence is needed to subgtantiate this point. We therefore cautioudy conclude thet
intenationd or globd sourcdng does not provide a dgnificant explnation for firm
paformance. This may imply two complimentary things. Frs, when firms do follow a
drategy of internationa outsourcing in order to increese firm performance, it does not pay off.
Second, the petern of intenationd outsourcing is not the result of an  explicit
internationdization drategy: internationd  outsourcing is the result of other factors Our
andyds provided evidence of this by pointing a various firm specific, indusry specific and
country specific factors.

Although firms may gain from internationdization of sdes assts and manufacturing,
a mog of the literdure on internationdization suggests, they do not gan from
internationdization of sourcing. This confirms what some authors have hinted a but not
explicitly teted. For example Kotabe (1992 47) conduded that sourcing location may not
maiter very much in the long run. He suggedts it matters far more to assess whether certain
key items are sourced interndly or externdly than to look a where they are sourced. There
ae advantages to be ganed from internationd sourcing by lower production costs but
increesed transaction and logidics coss connected to internationd sourcing  offset  these
advatages. Firms may find it difficult to govern internationd supply reaions effectively
because of language culturd and inditutiond differences or dmply because of large
digances Quditaive obsarvations we made of problems that Dutch manufacturing firms
have faced when sourcing from Centrd and Eastern Europe confirm this point. Subgantia
efforts are needed to duplicate supply sources dsewhere in the world, which is necessary to
lower risks associaied with internationd sourcing. This makes the extent to which firms can
leverage internationd supply relaions highly dependent on ther ability to manage far away

partners. In short, sourcing managers continuoudy ba ance transaction and production codts.
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Conclusions

The internationdization of the supply base is an ongoing and context dependent process.
Sevad important points were made in this pgper to enhance the internaiona sourcing
literature. Firdt, neither previous research nor the empirica data presented here indicate that
globd sourcing is a common phenomenon in actud management practice. Domedic and
inracregiond sourcing ae far more prominent. This implies scholas should not assume
globd sourcing but indead ought to look a the drivers of various internationd sourcing
drategies. Such a research drategy will provide more of the muchneeded insght into the
process of internaiondization of the supply base. Second, this paper has condructed a
framework of these drivers by identifying firm, indudry, and naiond factors affecting
internationdization of sourcing. An empiricd tet was provided to confirm the vadidity of the
framework. In paticular it was shown that large firms and multinationd firms source more
internationaly. There was dso evidence that industry factors meatter, as firms in the assembly
industry source less internaiondly. Third, internationd sourcing is not the performance-
enhancing tool that some authors ascribe it to be Given the lack of previous tests of the
relaion between internationdization of sourcing and performance and the lack of any pogtive
findings in this gudy, there is redly no evidence for such a bdief. It is more appropriate to
think of internationdization of sourcing in tems of a bdancng act between production cost
advantages attached to internationd locations and transaction cost advantages attached to
domedtic locations. Since there is no performance impact the Srategic management rationde
of extensve globd sourcing is doubtful. Fourth, as the drategy and dructure of MNCs
evolves, 0 does thar dedgn of reaions with outsde suppliers Irternationdization of the
upply base may not matter much in terms of obtaining superior results. Obvioudy this is not

the same as saying that internationdization does not mater in tems of a firm's overdl
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dructure and drategy, as well as its managerid efforts Strategic international sourcing can
hep a firm to edablish a foothold in other markets or improve its legitimacy. MNCs may shift
sourcing from domedic to internationd suppliers or vice versa Such shifts imply important
manegerid problens ae faced in taems of how to ded with internationd interorganizationa

relations. This opens up awhole new area of research opportunities.
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Tables

Author(s) Country Dom. Int. Home Host Other | Devd.
(Wyckoff, 1993) us 87% 13% - - - -
(Wyckoff, 1993) Japan 93% 7% - - - -
(Wyckoff, 1993) France 62% 38% - - - -
(Wyckoff, 1993) Germany 66% 34% - - - -
(Wyckoff, 1993) UK 63% 37% - - - -
(Wyckoff, 1993) Canada 50% 50% - - - -
(Kotabe & Swann, 1994) US (1977) 93.8% 6.2% | - - - -
(Kotabe & Swann, 1994) US (1982) 92.2% 78% | - - - -
(Kotabe & Swann, 1994) US (1989) 89.7% 10.3% | - - - -
(Buckley & Pearce, 1979) Japan 97.6% 24% | - - - -
(Buckley & Pearce, 1979) France 92.0% 8.0% - - - -
(Buckley & Pearce, 1979) Switzerland 8.4% 91.6% | - - - -
(Buckley & Pearce, 1979) Bendlux 29.3% 70.7% | - - - -
(Kotabe & Omura, 1989) US/asst - - 37.2% 48.8% | 9.3% [ 4.7%
(Kotabe & Omura, 1989) USasst - - 53.6% 42.6% | - 3.6%
(Kotabe & Omura, 1989) US/camp.t - - 46.5% 41.9% | 9.3% [ 2.3%
(Kotabe & Omura, 1989) US/'comp.t - - 78.6% 17.9% | - 3.6%
(Swamidass & Kotabe, 1993) U - - 29.9% 64.3% | 1.8% | 4%
(Swamidass & Kotabe, 1993) Eur./Jap. 88.5% - - - 9% 2.5%
(Murray et al, 1995a) USass§ - - 7.9% 85.7% | 3.5% [ 2.9%
(Murray et a, 1995a) US/comp.§ - - 15.9% 73.7% | 7.6% | 2.7%
(Birou & Fawcett, 1993) us 87% 13% - - - -
(Monczka & Trent, 1991b) US 85% 15% - -

Table 1. Summay of research findings domedtic, internetional, home country, host country,
other developed country and deveoping country sourcing. Findings have been recdculaed
into percentages Note: authors use different ratios and mehods (see text). Sometimes
assembly (ass) and components (comp.) are digtinguished. T European MNCs in the US; f
Japanese MNCsinthe US; 8 A combination of European and Japanese MNCsin the US.

Netherlands |Belgium Denmark Germany |France UK. Greece |European
Luxembourg |Finland  Austria Spain Ireland Union total
Norway  Switzerland|Portugal
Sweden Italy
M ean 55.4% 5.7% 3.9% 17.4% 4.3% 2.6% |0.02% |89.3%
Stand. dev. 31.5 12.7 12.1 211 10.8 8.58 0.28 20.0
Minimum 0% 0% 0% 0% 0% 0% 0% 2%
Maximum 100% 100% 100% 100% 100% 75% 4% 100%
Central and |U.S. Japan Rest of Asia|Other Grand total
Eastern Canada countries
Europe Australia
M ean 2.5% 3.6% 1.6% 1.9% 1.1% 100%
Stand. dev. 8.36 12.0 6.42 8.06 5.65 0
Minimum .00 .00 .00 .00 .00 100%
Maximum  60% 98% 50% 80% 60% 100%

Table 2. average spread of supply base among countries and regions of the world with lowest
and highest numbersfor singlefirms. N = 199.

25



Mean Foreign [Globd [Firm [Product |Standardization |Outsourcing |Firm
sourcing |sourcing |Sze  |innovation performance

Foreign sourcing  [44.61 1.000 [.443** |.180* [-.022 .026 126 .053
Global sourcing 10.7 A443** (1000 [.083 |[-003 -.099 165 * .028
Firmsize 8.0E+07 |.180* (.083 1.000 |.034 .075 Ja21 .008
Product innovation |8.74 -.022 |-.003 [.034 (1.000 .006 .078 277 **
Standardize 475 .026 -.099 |.075 [.006 1.000 .004 .059
Outsourcing 50.0 126 J165*  [.121 ].078 .004 1.000 114
Firmperformance [13.1 .053 .028 .008 |.277** .059 114 1.000

Table 3. Dexriptives of key variables and corrdations (dummies excluded). * dgnificant a
the 10% leve; ** sgnificant at the 5% level. N = 181-199.

B(SE)
(Constant) 27.358 (5.408) ***
Assembly industry  [-10.025 (4.460) **
Foreignness 4.144 (5.230)
Outsourcing .114 (.067) *
Firmsize 1,54E-05 (.000) *
Traditiona industry [2.542 (7.208)
Multinational 20.355 (4.484) ***
Ftest 6.896 ***
R 179
Adjusted R? 153

Table 4: Regresson modds for foreign sourcing. Shown are & vdues, sandard errors and
donificance levds * Sgnificant a the 10% levd; ** donificant & the 5% levd; ***
sgnificant a the 1% leve. N = 190.

B(SE) B(SE) B(SE)
(Constant) 9.989 (.894) ***  [9.901 (.921) *** [9.988 (.897) ***
Batch industry 402 (.517) 411 (.519) 404 (.519)
Assembly industry  -.262 (.538) -.231(.544) -.264 (.540)
Defender .511 (.920) .496 (.923) 491 (.929)
Analyzer 1.032 (.482) ** 1.018 (.485) ** |1.022 (.487) **
Prospector .808 (.453) * .808 (.454) * .801 (.455) *
Firmsize -8,49E-07 (.000) (-9,97E-07 (.000) (-8,94E-07 (.000)
Standardize -4,63E-01 (.004) [-4,32E-01 (.005) |-3,73E-01 (.005)
Outsourcing 8,30E+00 (.005) * [7,98E+00 (.005) [8,16E+00 (.005) *
Top management  -.539 (.650) -.553 (.652) -.550 (.654)
Purchasing spec. .387 (.412) .386 (.413) .384 (.414)
Product innovation .202 (.056) *** .203 (.056) *** ].202 (.056) ***
Foreign sourcing 2,13E+00 (.005)
Globa sourcing 1,38E+00 (.007)
Ftest 2.838 *** 2.604 *** 2.590 ***
R .57 .158 157
AdjustedR 102 .097 .096

Table 5. Hierarchicd regresson modds without sourcing location, with internationad  sourcing
(outsde Netherlands), and with globd sourcing (outsde EU). Shown ae & vaues, dandard
errors and gSgnificance levels. * Significant & the 10% levd; ** ggnificant a the 5% levd;
*** ggnificant a the 1% level. N = 180.

'Both Norway and Switzerland are seen as part of the European Union athough they are not official EU
members. Both countries are members of the European Economic Area (EEA), implying they are part of the
Common Market and the physical distanceto EU countriesis limited.
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