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Abstract As with fast growing globalization, Korean firms have increased their offshoring activities and more
empirical research are needed to analyze the effect of offshoring on Korean firms' productivity. This study used
"Survey of Business Activities", a firm-level panel data set surveyed by the Statistics Korea between 2006 and
2008, and estimated pooled OLS and Panel fixed effect model to examine the impact of offshoring on a firm's
labor productivity. Unlike the previous studies on offshoring, we included in the analyses the firms in the
service industry in addition to those in the manufacturing industry, and presented the comparative results. The
results from pooled OLS model show that 1% increase in the share of offshoring output will lead to 0.03%
increase in labor productivity. However, the results from Panel model show that the effects of offshoring on
productivity is positive but statistically insignificant. Analyzing the manufacturing and the service sector
separately, the main results based on Panel model can be summarized as follows: Offshoring has significant
positive effects on firms' productivity in the manufacturing industry. Contrastingly, the impact of offshoring on
firms' productivity in the service industry is estimated to be negative but statistically insignificant. Other than
the share of offshoring output, most factors except headquarter location have positive effects on firms'
productivity in both manufacturing and service industry.
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[Fig. 1] Differences between outsourcing and offshoring
Source: Olsen[2]
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[Table 1] The share of Korean firms’ offshoring

2006 2007 2008
Industries Share Share Share

(%) (%) (%)

Agriculture, Fishery, 0.00 0.00 0.00

& Mining

Manufacturing 6.46 5.79 5.37
Electricity, Gas, & Water 0.00 0.00 0.00
Construction 5.05 5.69 5.64
Service 2.48 2.27 2.12
- sales & accommodation 3.43 2.88 2.03
- transportation 1.20 0.74 0.77
- publishing, Plct}lre, 344 259 277

& communication

- finance & insurance 1.40 2.19 1.98
- real estate 0.00 0.00 0.00
- business service 2.53 3.13 2.98
- other service 1.24 1.23 1.55

Source: Statistics Korea[12]
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[Table 2] Definition and averages of variables
(Unit: million Won, %, # of years)

. Definitions & All Manufa .
Variables : . |Service
Measurement Industries | cturing
labor Labor Productivity
rod (=Value Added / # of | 179.05 |136.17|229.52
-P Employees)
Offshoring Proportion
os. (=(C0sfs of Oversea 037 050 021
_ratio operations / Sales)
x100)
ca Capital per Employee
P (=Tangible Assets / 109.54 | 102.78 | 130.57
_labor
# of Employees)
R&D Costs per
md Employee
3.52 4.48 2.17
_labor (=(R&D Costs ) / 3
# of Employees)
for_c.ap Ratio of .Fore1gn 343 778 105
_ratio Capital
Age of Company
age (=Current Year - 17.6 18.0 16.7
Foundation Year)
Dummy Variable for
seoul Headquarter I.docatlon 038 021 0.62
(Headquarter in Seoul
=1

Source: Statistics Korea[12]
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[Table 3] Estimation results for all industries

Variables Pooled OLS Fixed Effect Panel

log(os_ratio) 0.028%*** 0.004
log(cap_labor) 0.208%%** 0.118%%**
log(rnd_labor) 0.014%** 0.004%**

log(for_cap_ratio) 0.029%** 0.001
log(age) 0.017%** 0.048%**

seoul 0.334%** 0.004
year2007 0.095%** 0.088***
year2008 0.143%** 0.136%**
Constant 3.960%** 4.221%%*

R’ 0.338 0.066

Note: * p<0.10; ** p<0.05; *** p<0.01
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[Table 4] Estimation results for manufacturing and service

sectors
Manufacturing Service
Variables Pooled ]l;)f‘:i Pooled ]S?f(:;
OLS Panel OLS Panel
log(os_ratio) | 0.028%** | 0.005* | 0.022%%* | 0.004
log(eap | s | 011355 | 0.225%%% | 0.106%%*
_labor)
log(md 0.007+%% | 0.004%* | 0.021%** | 0.003
_labor)
log(for_cap | ) oo | 0,001 | 0.051%%% | 0,000
_ratio)
log(age) | 0.045%*% | 0.049%* | 0022% | 0.035%*
seoul 0.332%%% | 0019 | 0.503*** | 0.050
year2007 | 0.067%%% | 0.063%*% | 0.155%% | 0.137%%*
year2008 | 0.175%%% | 0.169%%% | 0.142%%% | 0.114%%*
Constant | 3.854%%% | 4.008%** | 4.226%+% | 3.899%++
R 0222 | 0086 | 0338 | 0056

Note: * p<0.10; ** p<0.05; *** p<0.01
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