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8 CROSS-BORDER DELOCALISATION 

8.1 Introduction  
 
Since the 1980s, national regional policies faced increasing international competi-
tive pressure, thus, the interest on firm delocalisation has shifted from a single 
country to Europe or, more precisely, to the regions in Europe. Firm relocation 
boundaries have been extended to embrace foreign countries and the focus is on 
cross-border delocalisation rather than firm movement within the country of origin. 
Cross-border delocalisation is similar to core-periphery relocation when it is di-
rected towards low wages countries such as Central Eastern Europe, South Eastern 
Europe1 and the Far East in order to reduce production costs (vertical investment).  
Unlike what has happened in the 1950-1970s, nowadays regional policy does not 
go in the direction of promoting international relocation because there is a concern 
that the transfer of production activities abroad might cause the loss of jobs and a 
decrease in competitiveness. The theoretical debate focuses on the impact of inter-
national delocalisation on the home countries or regions for its socio-economic 
consequences. 
This chapter aims to analyse cross-border delocalisation which has occurred in 
Europe since the 1980s in order to investigate to what extent it is a substitute to 
core-periphery relocation. The focus is on Italian and Dutch firms investing abroad 
while the United Kingdom, is not treated in this chapter because of lack of 
information on the specific aspect of cross-border movement. This may be related 
to the somewhat different position of the British Isles, not immediately surrounded 
by neighbour countries.  
Border countries are interpreted here not only as countries just across the Italian 
and Dutch national borders, but also those bordering their immediate neighbouring 
countries within easy reach (i.e. a few hours or maximum one day’s drive from the 
home country).2 Internal boundaries within Italy and the Netherlands are not con-
sidered and our focus is specifically on the most nearby central and south Eastern 
European countries.  
The present chapter aims to answer question 4 (“To what extent has globalisation 
affected firm relocation?”) and seeks to test Hypothesis 4 (“The globalisation of 
financial and industrial markets has dramatically increased the phenomenon of firm 
internationalisation and cross-border delocalisation has become a substitute for 
core-periphery relocation”). In section 8.1. firm internationalisation strategies are 
described. Sections 8.3. and 8.4. are assigned to the two case studies, respectively. 
In section 8.5 the impact of international delocalisation on the home country is pre-
sented and it is investigated to what extent cross-border delocalisation and core-
periphery are competing for the attraction of investments. Conclusions are drawn in 
the last section. 
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Figure 8.1: Countries in Central and Eastern Europe receiving Italian and Dutch investments 

 
 
 
8.2  Firm internationalisation strategies  
 
Firms that are part of the global scenario can adopt the following internationalisa-
tion strategies or entry modes: (i) export; (ii) international strategic alliances (ISAs) 
– equity and non equity; (iii) foreign direct investments – FDIs; and (iv) joint-
ventures. In order to avoid any misunderstanding, in this chapter the term interna-
tional delocalisation indicates the partial movement of production activities abroad 
by means of the modes presented in Table 8.1, with the exception of export.  
Exporting is the most common form of internationalisation and the first entry mode 
because it involves less risk and more control. However, exporting is not necessar-
ily the most important or most fundamental internationalisation mode: SMEs have 
recently begun to develop other, more advanced as well as more risky forms of for-
eign expansion, mainly the so-called international strategic alliances (ISAs), of 
non-equity type (see, among the others, Basile et al., 2003). An ISA can be defined 
as a co-operative relationship with a partner operating backward, forward or in the 
same stage of a value chain and aimed at the development, distribution, and/or pro-
duction of products in a foreign market (Gemser et al., 2004). The ISAs can be: 

Legend:            Italian investments;         Dutch investments  
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non-equity strategic alliance and equity strategic alliance. The first, is formed 
through sub-contracting agreements between a firm and one (or more) of its suppli-
ers to supply, produce, or distribute a firm’s goods or services without equity shar-
ing. They include, e.g., licensing, franchising, subcontracting.  
 
Table 8.1: Internationalisation strategies 
EQUITY STRATEGIES  
Foreign Direct Investment Green-field investment: opening of branch plants 

Brown-field investment: acquisition of 
or financial participation in existing 
firms 

Joint Venture when two or more firms create a sepa-
rate corporation whose stock is shared 
by the partners. 

Equity International Strategic  
Alliance  

is an alliance in which partners own 
different percentages of equity in a new 
venture or project, or an existing firm.  
 

NON EQUITY STRATEGIES  
 Export  
Non equity International Strategic  
Alliance  

Non-equity strategic alliance: sub-contracting agree-
ments between a firm and one (or more) of its suppli-
ers to supply, produce, or distribute a firm’s goods or 
services without equity sharing.3 They include:  

-    Licensing 
- Franchising  
- Industrial subcontracting  
- Commercial subcontracting  

 
In particular, international subcontracting is one of the most popular 
internationalisation strategies adopted by SMEs and can take two forms (Germidis, 
1980): • industrial subcontracting; 

• commercial subcontracting.  
Industrial subcontracting takes place between independent units (the principal and 
the subcontractor) located in different countries and concerns the manufacture of 
intermediate products (parts, components or sub-assemblies) to be incorporated 
into a product which the principal will sell. Such orders may also include the 
treatment, processing or finishing of materials or parts by the subcontractor at the 
principal’s request.  In the case of specific indigenous sectors, such as in the case 
of Italy the Made-in-Italy sectors, industrial subcontracting ensures that the prod-
ucts keep the brand mark of the principal firm.4 Commercial subcontracting takes 
place between two independent units located in different countries and concerns 
the manufacture of finished products (without assembly or finishing) that will be 
exported either via the principal or directly by the subcontractor.  
Because the non-equity ISAs do not involve the forming of a separate venture or 
equity investments, they are less formal and demand fewer commitments from 
partners than equity strategic alliances and joint ventures (Gemser et al., 2004). 
The equity strategic alliance is an alliance in which partners own different percent-
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ages of equity in a new venture or project, or an existing firm. Finally, there is the 
joint venture when two or more firms create a separate corporation whose stock is 
shared by the partners. Non equity strategies involving lower risk and commitment, 
such as ISA, are adopted by small and medium-sized firms that are involved in a 
growing internationalisation process, mirroring the path of multinational enter-
prises. 
Finally, the FDI represents the main tool of internationalisation for medium – and 
large – sized firms and multinationals. FDI is an investment realised abroad (‘ac-
tive’ or ‘outward’ investment) or from abroad (‘passive’ or ‘inward’ investment) in 
plants, and can take place either through the opening of branch plants (‘green-field’ 
investment), or through the acquisition of or financial participation in existing 
firms (‘brown-field’ investment).5  
Traditional statistical sources mainly refer to the amount of FDIs without taking 
into account other forms such as subcontracting or joint ventures that are more dif-
ficult to monitor.6 This raises the probability that the internationalisation process is 
underestimated. 
The last consideration worth mentioning refers to factors driving international de-
localisation. These can be cost- or market-related. In the first case, the production 
process, initially realised by the parent company, is fragmented and relocated else-
where through FDIs or “lighter” internationalisation forms (i.e. subcontracting rela-
tionships, joint ventures) with firms in other areas that offer lower production costs. 
This process labelled ‘vertical investment’ is directed towards less developed or 
developing countries (e.g. SEECs and the Far East) where the subcontractor’s costs 
for certain operations (production or processing) are considerably lower (resource 
seeking and cost saving investment).  
In the second case, firms adopt a ‘horizontal investment’ when the production 
structure of the parent company is reproduced in other geographical contexts 
through FDI in order to gain a better access to new local markets. Horizontal in-
vestments are driven by market-seeking strategies and are directed towards more 
advanced countries (i.e. Western Europe and USA).  
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8.3 Cross-border delocalisation: the case of Italy 
 
Italy is a late international investor and multinational follower. The evolution of the 
internationalisation process that characterised the country in the last three decades 
is composed of three stages (Balcet, 1997): (i) the traditional pattern (until the 
1970s); (ii) the ‘oligopolistic heart’ (until the 1980s); (iii) the emerging interna-
tionalisation process of SMEs and industrial districts7 (from the beginning of the 
1980s to the present). 
This section describes the internationalisation strategies adopted by Italian firms 
since the 1980s on the basis of 4 studies. 
 
Table 8.2: Internationalisation strategies of Italian firms (%) 

Internationalisation modes  District firms  Other firms  
FDIs  11.1 21.4 
ISAs  88.9 78.6 
 - Industrial subcontracting 38.5 17.4 
 - Commercial subcontracting 22.2 16.5 
 - Joint ventures 15.4  22.4 
 - Supply contracts  12.8 22.2 
Total 100.0  100.0 
Source: Centro Studi Unioncamere-Assocamere Estero (2002) on Unioncamere data. 
 
The first study is the one by Centro Studi Unioncamere - Assocamere Estero 
(2002) which showed that international subcontracting is the main form of interna-
tionalisation adopted by district firms, while FDIs and joint ventures with foreign 
firms are less important strategies because they imply higher risk and commit-
ments. Generally speaking, it can be stated that the small volume of Italian FDIs is 
due to the fact that there is a smaller number of multinational firms and that Italian 
firms are smaller compared to the European average.8  
A recent analysis on firm-level data from a data sample of 706 district firms (a 
1998 Bank of Italy database) in 15 industrial districts (Mariotti et al., 2004a, 
2004b) confirmed this trend: FDIs are less common (1.8%), while the percentage 
of delocalisation through subcontracting with foreign firms is higher (11.5%) (Ta-
ble 8.3).9 The firms which declared to have establishments abroad are large sized 
(100 and more employees). 
Most of the firms make use of local district suppliers (69.7% of the sample) while 
the 36.7% of suppliers are located in the rest of the country (Tab.8.4). As concerns 
the geographical location, firms located in the south of Italy show a lower propen-
sity to subcontract productions abroad. However, once they decide to subcontract, 
the phenomenon seems to become significant (7.1% of the total amount of pur-
chases).  
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Table 8.3: Internationalisation strategies of the district SMEs (%) 

North  Centre  South  Total  Internationalisation type 
 Yes No Yes No Yes No Yes No 

Employing immigrants (A) 33.1 66.9 23.1 76.9 2.0 98.0 20.5 79.5 

International subcontracting (B) 20.3 79.7 6.0 94.0 7.4 92.7 11.5 88.5 

Exporting (C) 78.9 21.1 65.7 34.3 59.3 40.7 68.6 31.4 

FDIs (D) 2.4 97.6 2.0 98.0 1.0 99.0 1.8 98.2 

A+B 6.4 93.6 1.6 98.4 - 100.0 2.8 97.2 

A+C 25.1 74.9 15.9 84.1 1.0 99.0 14.9 85.1 

A+D 0.8 99.2 0.4 99.6 - 100.0 0.4 99.6 

B+C 18.7 81.3 5.6 94.4 6.9 93.1 10.6 89.4 

B+D 1.2 98.8 0.4 99.6 - 100.0 0.6 99.4 

C+D 2.0 98.0 0.8 99.2 0.5 99.5 1.1 98.9 

A+B+C 6.0 94.0 1.2 98.8 - 100.0 2.5 97.5 

A+B+D 0.4 99.6 - 100.0 - 100.0 0.1 99.9 

A+C+D 0.8 99.2 - 100.0 - 100.0 0.3 99.7 

B+C+D 1.2 98.8 0.4 99.6 - 100.0 0.6 99.4 

A+B+C+D 0.4 99.6 - 100.0 - 100.0 0.1 99.9 
Source: Mariotti et al. (2004a); data Bank of Italy Survey on the industrial districts  

 
Table 8.4: District SMEs that acquire and sell in subcontracting  

Firms that acquire in  
subcontracting  

Firms that sell in  
subcontracting   

No. of firms % of total No. of firms % of total 
         

From and towards the district 492 69.7 279 
               

39.5      

From and towards the rest of Italy  259 36.7 261 
               

37.0      

From and towards foreign countries  81 11.5 135 
               

19.1      

Total (1) 546 77.3 399 56.5      
(1) Total refers to all firms acquiring or selling in subcontracting. A firm can adopt one or more outsourcing ways 
at the same time. 
Source: Mariotti et al. (2004a); data from Bank of Italy Survey on the industrial districts  
 
On the other hand, northern industrial districts are more willing to subcontract 
abroad. as far as the sector is concerned, firms in the leather and footwear industry 
have a higher propensity to subcontract than the other sectors. The propensity in 
the mechanical engineering – where investment or intermediate goods are produced 
– is smaller but not significantly so.  
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According to the estimates10, delocalisation is mainly influenced by firm-specific 
factors (demographic and managerial characteristics of the firms) and in a second 
stage by area-specific factors. The area-specific factors include the characteristics 
of the areas of origin (push factors) and the factors attracting firms in the new loca-
tion (pull factors). Larger firms are more willing to relocate while old firms show a 
smaller propensity to enter into production agreements because they are more em-
bedded in their local environment. They are embedded in networks that are estab-
lished through long term trust-based relations which are likely to be facilitated by 
spatial proximity (see among others, Granovetter, 1973; Putnam, 1993a, 1993b).  
The production of consumer goods and the use of product planning and design ser-
vices show a positive effect on the dependent variable. It follows that the probabil-
ity to delocalise is higher (5-6 percentage points more) if the firm plans, develops 
and directly produces consumer goods. This supports the assumption that more 
competitive and innovative firms tend to transfer abroad labour-intensive activities, 
while high value-added activities continue to be located in Italy. The delocalisation 
propensity is positively correlated to a higher ability of producing final goods and 
innovation. Delocalisation through subcontracting, in order to reduce costs of la-
bour-intensive activities, is mainly related to firm-specific factors, rather than to 
area factors. This strategy is adopted by leading firms that export, have diversified 
final customers and show a considerable capability to introduce innovation and to 
ensure the visibility of their products. 
Another recent survey on the internationalisation strategies adopted by a sample of 
182 leading firms11 of 20 of the most important Italian districts district firms is the 
one by Micelli et al. (2003). It examines the international strategies adopted by a 
sample of 182 leading firms12 of 20 of the most important Italian districts (Figure 
8.2.) specialising in the three main industries of the Italian economy:  
1. home furnishing (furniture, glass ceramics) 
2. fashion (textiles, eyewear, shoes and sportswear) 
3. mechanical engineering. 
The district firms of the sample are located in the North-East (40.7%), Lombardy 
(28.0%), Emilia Romagna (18.7%) and Tuscany (12.6%). More than 43% of the 
firms are located in industrial districts related to the fashion industry, whereas 
26.4% operated in the mechanical engineering  and 30.2% in home furnishing. It 
was found that firms in fashion and mechanical engineering are more involved in 
internationalisation, while firms specialising in home furnishing are more embed-
ded in the local contexts. Ninety percent of the firms outsource at least some activi-
ties of the supply chain. Concerning the alternative strategies carried out, 14% real-
ised FDIs as ‘green field’ investments, 47.7% developed partnerships with foreign 
strategic suppliers, 13.4% turned to international subcontracting and 15% devel-
oped more than one internationalisation typology. Both green-field investments and 
subcontractors are mainly located in Eastern Europe (46.1% and 56.2%, respec-
tively) and 37.5% of foreign subcontractors are in the Far East. 
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Figure 8.2: The industrial districts under survey 

 
Source: Elaborated from Micelli et al.(2003). 
 
The main motivation behind the transfer of activities by Italian industrial district 
firms to the SEECs and the Far East was cheap labour cost (68%), while market 
proximity pushes firms to invest in Western Europe. 
The fourth survey we will refer to is that by Turato (2002) that focuses on the delo-
calisation trends of Italian district SMEs in the north-east (Friuli Venezia-Giulia, 
Trentino-Alto Adige and Veneto regions). The study is based on a survey involving 
37 entrepreneurs that relocated to the SEECs: Albania, Croatia, Romania and Slo-
venia. The interviewed firms are active in the apparel and textile sector (49%) and 
mechanical engineering (49%). Forty-three per cent of the firms moved to the 
SEECs in the last five years, the rest already moved there 6-10 years ago. Sixty per 
cent of them relocated to Romania, 16% to Croatia and over 10% to Slovenia and 
Albania. As recent studies have underlined, in the last decade, Romania has been 
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the main country of delocalisation for several Italian industrial district firms. It of-
fers low wages together with the availability of skilled labour, especially in the 
shoe manufacturing sector due to the presence in loco of state-owned footwear in-
dustries. 
The activities that have been transferred abroad are low added-value and labour-
intensive activities (48%) because the SEECs are considered as a ‘supply market’ 
(Table 8.5). Firms tend to confine the following activities within the local area: 
those linked to the production of samples, reorders of merchandise and products 
made with expensive materials, in which labour costs have a low influence on the 
final price.13  
 
Table 8.5: Activities that have been relocated to the SEECs (%)  

All activities  48 
Low-cost productions  50  
Higher-technological productions  2 
New production line  0 

Source: Elaborated from survey by Turato (2002)  
 
Table 8.6: Motivations to delocalise (%)  

1. Cheap cost of production  36.6 
2. Labour availability  
3. Exploitation of final foreign markets  
4. Accessibility  
5. Flexibility  

26.8 
22,0 
11.6 
2.9 

Source: Elaborated from survey by Turato (2002)  
 
However, after being in the area for 6-10 years, the majority of the firms transfer 
more complex and higher-technology content activities. It means that there is an 
entrepreneurial link built over the years.  
The type of delocalisation mainly adopted is industrial subcontracting or partner-
ships with local suppliers. Production delocalisation is stimulated by the need to 
save labour costs, shortage of space for present and future industrial expansion and 
a lack of labour, mainly low-skilled, at the present location (North-East) (Table 
8.6). Italian industrial districts are in fact located in regions (Third Italy) character-
ised by high employment levels and the ‘Made-in-Italy’ industries are not consid-
ered very appealing in terms of pay and labour conditions.  
In particular in the clothing and footwear industries, the very low wages of some 
countries compensate highly for a lower level of productivity (Crestanello and 
Dalla Libera, 2003). The exploitation of final foreign markets is the third factor 
which played a role in the location choice, followed by the closely connected factor 
of accessibility due to geographical proximity. This is an important factor for 
socio-economic integration and it fosters the implementation of trade linkages.  
The geographical proximity of the SEECs together with accessibility, in terms of 
the transport system, to the Italian North-East are seen by the entrepreneurs as rele-
vant reasons to relocate: East Europe is ‘just outside the front door’. In addition, 
for some border countries, proximity is not only in geographical terms but also 
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socio-cultural (Bianchi and Mariotti, 2002, 2003; Mariotti, 2004a,b; Cutrini, 2003). 
In the case of Romania, for instance, a linguistic affinity that facilitates communi-
cation played a prominent role (Viesti, 2002b). Finally, flexibility in terms of less 
restrictive legislation and customs controls is considered an important pull factor. 

8.4 Cross-border delocalisation: the case of the Netherlands 
 
Dutch firms started investing in Central Eastern Europe in the last two decades and 
especially in the 1990s, following the removal of the political divide between mar-
ket-oriented West and Soviet-dominated East Europe. The first firms delocalising 
to Central and South Eastern European countries were SMEs in the shipbuilding 
industry and large Dutch firms such as Philips, but soon a cascade of relocation of 
large, medium-sized and even small firms followed. Recently, there are signals that 
point to an increasing relocation of R&D to foreign location, such as Unilever to 
India and DSM to Canada. In a recently published report, Deloitte & Touche 
(2003) conclude that Dutch firms are relocating R&D to low-wage countries. By 
contrast, according to other studies, such as the one by  Erken and Gilsing (2004), 
no systematic delocalisation of R&D activities seems to have occurred yet.  
The purpose of this section is to describe the relocating trends of Dutch firms in the 
last few years, on the basis of what has been recently published on the subject. The 
literature on the internationalisation of Dutch firms is not as rich as the Italian one. 
A few studies have been published on the subject in the last two decades, mainly 
carried out by consultant companies and public bodies. This section focuses on five 
reports which explain the internationalisation strategies of Dutch firms. 
In 2003 the Ministry of Economic Affairs and the Federation of Metal and Elec-
tronic industries – FME-CWM published the report titled “Verplaatsing productie-
faciliteiten naar Centraal- en Oost- Europa” (Relocating production facilities to 
Central and Eastern Europe). This study is composed of two different surveys. The 
first concerns a written enquiry sent to 2,400 firms, members of the FME-CWM, 
while the second regards 29 in-dept-interviews with firms that have been active in 
Central and Eastern Europe for many years. Six hundred and ninety firms out of 
2,400, answered. About 11% declared that they have production facilities in the 
CEECs, while another 11% are willing to invest in these countries in the next 5 
years. The internationalisation strategy preferred by Dutch firms, investing in the 
CEECs, is the opening of new establishments (FDI) (46%). Besides, 17% partici-
pate in local firms, 11% are joint ventures (11%) and 25% concern other interna-
tionalisation modes. About 56% transferred to these areas the whole production ca-
pacity, while 21% of the investments were expansion of the production capacity in 
the Netherlands. 
Half of the interviewees cited labour cost differentials and the quality of the work-
force as major factors to invest in the CEECs. Poland and the Czech Republic to-
gether host about 53% of the Dutch investments in the CEECs, while Slovakia ac-
counts for 14% and Hungary about 11% (Table 8.7). Countries in Central Europe 
are the preferred locations of Dutch investors because of geographical proximity 
and market opportunities. As concerns the investment size, 43% employ less than 
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50 people and 26% between 51 to 100 employees. The small dimension is con-
firmed by the amount of money invested: 56% concern investments less than € 1 
million. 

 
Table 8.7: Countries of location  

CEECs Number of Investments (%) 
Czech Republic 29 (28.4%) 
Poland 25 (24.5%) 
Slovakia 14 (13.7%) 
Hungary 11 (10.8%) 
Romania  6 (5.9%) 
Ukraine  6 (5.9%)  
Russia  3 (2.9%) 
Croatia 3 (2.9%) 
Bulgaria  2 (2.0%) 
Latvia  1 (1%) 
Serbia and Montenegro  1 (1%) 
Macedonia  1 (1%) 
Total (CEECs) 102 (100%) 
Source: Elaboration of data by Ministry of Economic Affairs and FME-CWM (2003) 
 
Firms’ sectors that are mainly involved in delocalisation are mechanical engineer-
ing (33%), metallurgy and other sectors14 (27% each). However, the new invest-
ments will also be in the electronic and transportation sectors. Thirty-two percent 
of the existing investments come from South Netherlands, mainly North Brabant, 
which is the most industrialised province of the country. The western areas follow 
with 26%. According to the interviewees, the propensity of southern firms to invest 
in the CEECs will be higher in the next 5 years and will reach 35%. Western areas 
will invest comparatively less, while the east will register the 26% of the new in-
vestments. Areas like the Zeeland will lose 10 percentage points.  
The second survey, carried out by FME-CWM, involving 29 firms already active in 
the CEECs, confirms that the availability of cheap and qualified labour force are 
the main reason to invest in these countries, together with market and entrepreneu-
rial opportunities. They emphasised other additional aspects such as: the mentality 
and communication of foreign firms, personal and subjective characteristics such 
as the “first impression” and the “personal feeling” towards them. The Dutch in-
vestors require that the foreign firms with whom they would like to cooperate pos-
sess quality, capacity, knowledge, good logistics and offer a reasonable price level. 
The Dutch investors had to deal with socio-cultural differences in the foreign coun-
tries. They experienced problems in communication, difficulties with the mentality 
of workers so-called “statist” mentality, weak local management, bureaucracy, and 
corruption. Similar to the Italian case, soft factors also play a leading role in the in-
ternationalisation process by Dutch firms towards south east Europe. 
The reports by Deloitte & Touche, titled “Made in Holland” (2002), “Made in Hol-
land II” (2003) and “Made in Holland III” (2004) present the results of an internet 
inquiry. The first Made in Holland was  carried out in 2002 among 234 manufac-
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turing firms in the Netherlands with 50 or more employees.15 This sample corre-
sponds to about 10% of the total existing medium-large firms in the Netherlands. 
The mail goal of the enquiry was to obtain a better understanding of current devel-
opments in the larger manufacturing firms in the country. In this study the focus 
was on the location preferences of Dutch firms willing to relocate abroad in the 
year 2002. Twenty percent of the firms expected to move substantial parts of the 
production capacity abroad ‘rather soon’ and 62% expected that R&D tasks will 
also be taken over by low-wage countries. After relocating abroad auxiliary ser-
vices, such as transport and cleaning, large firms move towards outsourcing of ICT 
and back offices. The willingness to relocate research and development (R&D) ac-
tivities to low-wage countries is higher in firms with 100 employees than in firms 
with 50-99 employees.  
As for the Italian case, production is being increasingly done abroad on a contract 
manufacturing basis, instead of setting up new establishments. This supports the 
view that intermediate risk and commitment are the preferred forms of internation-
alisation. Contract manufacturers operate on a large scale and at cheaper locations 
than their clients and therefore have lower costs. Contract manufacturing also of-
fers opportunities because it is becoming easier to gain access to the global market, 
through relocating low value-added activities to low-wage countries and keeping 
their research and development engineering activities in the Netherlands.  
In 2003, Deloitte & Touche carried out “Made in Holland II” and in the following 
year “Made in Holland III” was published. Made in Holland II covered 225 manu-
facturing firms with 50 or more employees and Made in Holland III surveyed 202 
firms (about 9% of the total firms with the same characteristics).16 
As stated above, in the fist report Made in Holland (2002), 20% of the firms ex-
pected substantial parts of the production capacity to be moved abroad ‘rather 
soon’. This expectation was realised within one year: in 2003, 20% of the respon-
dents said that such movements had occurred indeed, and 30% expect substantial 
parts of the production capacity to move abroad within two years time, starting 
from 2003 (Figure 8.3).17 The most recent report Made in Holland III stresses that 
Dutch industry is 'leaking away' to other countries even faster than before. About 
31% of the manufacturing firms (firms with more than 50 employees) have moved 
substantial production capacity abroad in the past two years (2002/2003) and one-
third of them is considering relocation in the next two years. The outplacement 
goes to cheap labour countries, mostly to China, Poland, and Czech Republic. Sec-
ond-order countries of investment are Romania and India. Another destination is 
Germany but cheap labour cost does not play a role in this choice.  
Many of the firms are contemplating to bring their production capacity to low-
wage countries in Asia or former communist East European countries. Higher lo-
gistic costs are outweighed by lower labour costs. Delocalisation is a strategy 
adopted by larger firms that have larger capital to invest and, by consequence, 
smaller subcontractors are forced to follow their big (and sometimes only) custom-
ers. Next to production capacity, 68% of the firms (both in 2003 and 2004) also 
think about relocating facilities for R&D (Figure 8.4). The percentage increased by 
6 percent points from 2002. This phenomenon was recently demonstrated by, 
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among the others, Philips Consumer Electronics that have relocated activities to 
low-wage countries (such as Poland). R&D is crucial for Dutch firms: 46% of the 
firms see R&D as a core competency of their company  to a (very) large degree. 
On average 4.0% of the turnover is currently devoted to R&D and this percentage 
is expected to rise significantly to an average of 5.1% over the period 2004-2005.  
 

Figure 8.3: Transfer of production capacity within two years  

 
 
 
 
 
 
 
 
 
 
 
 
Source: Elaboration of data by Deloitte & Touche (2002; 2003) 
 
Figure 8.4: Takeover of R&D by low-wage countries  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Elaboration of data by Deloitte & Touche (2003) 
 
Besides cost factors and soft factors, the lack of low-skilled labour at home is one 
of the motives pushing firms to relocate abroad. The Netherlands is, indeed, be-
coming less attractive as a source of talented young technicians and it still has a 
shortage of technical personnel with intermediate-level vocational education. On 
the other hand, emerging countries such as China and India present advantages re-
lated to improvements in infrastructure, knowledge acquired in various high-tech 
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sectors, high levels of education, increasingly qualified workforces, high-quality 
universities and research costs lower than those in Europe. In countries such as 
China and Poland youngsters are much more oriented to technical studies.  
Worth mentioning is that a minority (7%) of the firms, that were interviewed in 
2004, moved production activities back to the Netherlands, especially from Amer-
ica and Czech Republic. The main motivations for this reverse trend were unsatis-
factory logistics, unavailable knowledge or geographical distance together with 
poor road accessibility. Finally, a considerable proportion (57%) of the industrial 
companies display a positive attitude to the forthcoming expansion of the European 
Union to include countries from Central and Eastern Europe. The expected positive 
effects of the expansion include a more profitable market as a result of increases in 
scale and the ability to attract employees more cheaply.  
The last study described has been carried out by Gemser et al. (2004). It focuses on 
two different sectors (mechanical engineering and computer software sectors) and 
aims at investigating the internationalisation strategies of Dutch SMEs. The study 
is based on in-depth interviews with 26 informants belonging to 12 firms, equally 
divided between mechanical engineering and software sectors.18 The firms in the 
mechanical engineering sector are, on average, larger and older than those in the 
software industry.19  
According to the literature on the “new economy” and the information and tech-
nology sector, SMEs in the software or in the science-based industry can demon-
strate extensive cross-border activities and co-operation with international partners 
more easily than in other sectors, because they have high competence, and stan-
dards in language and technical terms are highly internationalised. It also appears 
basically easier for them to enter into co-operations with new partners than it is for 
other medium-sized businesses. By contrast, the findings of this study show that 
the mechanical engineering firms have progressed further in terms of internation-
alisation than the software firms (Table 8.8). This can be explained by the fact that 
most of mechanical engineering firms are much older than the software firms and, 
in absolute terms, started their internationalisation process at an earlier date, while 
their markets are older and in later stages of the life cycle.  
Besides, firms in the mechanical engineering have an higher export rate and pre-
sent a more diversified internationalisation strategy (Table 8.8). However, they 
adopt a defensive attitude while firms in the software sector have an offensive atti-
tude. Another interesting aspect worth mentioning concerns the changes in interna-
tionalisation strategies and the foreign countries involved. Eleven out of the 12 
firms in the sample penetrated geographically nearby and culturally close EU coun-
tries in the initial stages of internationalisation mainly by means of exporting. As 
stated earlier, this choice allows the firms to start internationalising without much 
risk. In addition, currently, firms serve two to three foreign countries, on average, 
including emerging countries in Europe, emerging and underdeveloped countries 
outside Europe and US and Canada. The strategies adopted are direct exporting, 
international strategic alliances, and/or sales or production subsidiaries. However, 
10 out of the 11 firms that currently serve foreign markets still generate most of 
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their foreign income from the European Economic Area (European Union plus 
EFTA) countries, and are thus still heavily anchored in Europe with regard to sales. 

 
Table 8.8: Internationalisation strategies of Dutch firms  

 Mechanical Engineering Software 
Export intensity (average) 58.3% 32.5% 

 Mechanical Engineering 
(no.5) 

Software (no.4) 

Only international strategic alli-
ances  

/ 2 

Direct exporting and international 
strategic alliances  

2 1 

Direct exporting and subsidiaries  1 / 
Direct exporting, international 
strategic alliances and subsidiaries  

2 1 

Source : Elaboration of Gemser  et al. (2004) 
 
The cooperative strategy is the preferred way of internationalisation for the Dutch 
SMEs of the sample, in mechanical engineering as well as software sectors. Small 
firms tend to use the cooperative strategy instead of adopting the classic autono-
mous strategy (i.e. FDI) because they are generally characterised by limited re-
sources. Firms that use the cooperative internationalisation strategy partly and de-
liberately give up their autonomy for the purpose of cooperating in order to facili-
tate internationalisation. Inter-firm relationships may overcome resources con-
straints (Fujita, 1998).   
Besides, a defensive strategy is preferred to an offensive one, although the me-
chanical engineering firms use a significantly higher number of entry modes and 
more committed entry modes than the software sector. A large majority of firms in 
the sample follow an evolutionary expansion path, demonstrating an increasing 
commitment to internationalisation over time (see Sammarra, 2003). 
Before concluding this section, it is worth mentioning a study carried out by the 
SEO Amsterdam Economics (2004)20, which criticises the main findings of some 
of the above-mentioned reports. The SEO report analyses, among the others, the 
studies by the Ministry of Economic Affairs and the Federation of Metal and Elec-
tronic industries - FME-CWM (2003) and by Deloitte & Touche (2002, 2003, 
2004). The main criticism concerns the fact that these reports interpret the ‘stated’ 
answers as ‘revealed’ answers. This is not correct because in case of a qualitative 
and anonymous survey, entrepreneurs are willing to provide strategic answers to 
influence the politicians. Firm delocalisation abroad may lead to the establish-
ments’ closure. People worry when they see this happening in their country for the 
inevitable consequences on the local context. In this situation, entrepreneurs an-
swer qualitative surveys about future delocalisation trends strategically, in order to 
rouse public opinion about the necessity to offer incentives and/or tax reduction to 
firms not to delocalise. 
Another point that is stressed concerns the sample representativeness; most of the 
surveys show sample bias. Besides, there is no evidence about the type of activity 



 206

transferred to eastern Europe: whether it is the complete production cycle or some 
specific segments.  

8.5 The impact of international delocalisation on the home country: 
cross-border delocalisation versus core-periphery relocation  

 
The impact of international activities on the home country has been largely de-
bated, mainly as far as its influence on output and employment is concerned. The 
effects of  foreign relocation can be direct (i.e. impact on the firm itself in terms of 
output and employment) and indirect (i.e. on the supply chain and on the broader 
business environment in which the firm operates).  
As concerns the direct effects, international delocalisation may imply an increase in 
competitiveness of the firm that invests abroad (in terms of productivity, labour 
force skills, managerial capabilities, etc.) (Lipsey, 1994). Firms that have relocated 
abroad are supposed to become more efficient and expand production and em-
ployment along other lines of work. If firms relocate their relatively inefficient 
production phases to another country, where costs are lower, they can expand their 
output in production stages for which they have comparative advantage. A phe-
nomenon that scholars are studying is the skill upgrading (i.e. an increase of the 
skilled workers on the employment total) of the parent firm’s activities in relation 
to delocalisation (Slaughter, 2000; Head and Ries, 2002; Falzoni and Grasseni, 
2003; Mariotti and Piscitello, 2005): when a firm adopts a vertical investment, the 
labour intensive activities are transferred towards low-wage countries while the 
skill-intensive activities are focused on the home country. No doubts that the coin 
has another face, that is a reduction of low skilled work force and/or a cut in wages 
in order to safeguard the jobs at home.  
The skill upgrading can be induced by horizontal investment as well. In this case, 
the expansion into large international markets requires more supervision, coordina-
tion and control over the activities geographically dispersed, as well as the exten-
sion of the activities and functions (i.e., R&D, marketing, logistics, etc.) generally 
centralised at the central headquarters level (strategic asset seeking) (Blömstrom et 
al., 1997; Fors and Kokko, 1999). As a consequence, the parent company’s re-
quirements for highly skilled workers and white collar employees increase 
(Mariotti et al., 2003). 
International delocalisation can have an impact on the local context/industrial dis-
trict the firm belongs to by inducing a reorganisation of the supply chain and, 
again, they can be both positive and negative. On the one hand, the transfer of pro-
duction abroad may have a positive effect if and when the suppliers of the mother 
company become suppliers of the foreign affiliates. In such a situation, the market 
for suppliers could even expand, at least as long as the costs for logistics and reor-
ganisation do not overwhelm the marginal advantage. The vertical investment may 
induce an upgrade in the local system and in the supply chain competitiveness by 
promoting a differentiation in specialisation and competencies between countries, 
with the consequent development of a quality service sector linked to it. Besides, 
the horizontal investment’s effects (i.e. requirements for highly skilled workers and 
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white collar employees) could extend to the whole economic area in which the par-
ent operates, because of the externalities generated by the induced demand for spe-
cialised inputs and skilled labour (Mariotti et al., 2003, p.421). By contrast, the in-
ternational delocalisation could induce: (i) a reduction of low-skilled labour force; 
(ii) loss of market shares, by district suppliers, and loss of the opportunity to learn 
and grow through the relationship with the mother company; and (iii) the write-off 
of previous subcontracting relations (Mariotti, 2003 a,b; Mariotti and Piscitello, 
2005). International delocalisation causes uncertainty in the local area that discour-
ages investments and the entry of young workers and entrepreneurs in the industry.  
The gradual replacement of SMEs with foreign suppliers is one of the issues on 
which the Italian public debate on the survival of the industrial districts, at both at 
political and academic level, focused in the last decade.21 This sort of impact 
mainly occurs within the context of vertical investment. Of course the alternative 
between a virtuous delocalisation, which activates a process of development of the 
firm and of its suppliers, and a vicious delocalisation, that means a defensive and 
wait-and-see approach, does not happen by chance. To use internationalisation as 
an opportunity rather than a threats is a choice that, to produce positive effects, 
must involve a society in all its part, form business to politics, from research to 
other organisations. 
The argument about whether cross-border delocalisation is competing with core-
periphery relocation, in Italy and the Netherlands, concerns both the direct and in-
direct effects. The transfer of production activities abroad may have an impact on 
the branches of the investing firm, or the companies belonging to the same group, 
located in the peripheral areas of the home country (direct effects) as well as on the 
suppliers located in the periphery (indirect effects).  
If we look at the Italian case, the analyses of the relocation towards the AC areas in 
the Mezzogiorno (Chapter 7) and to the SEEC (vertical investment), even though 
they only refer to circumscribed areas, tend to show that the Mezzogiorno and the 
SEEC are not competing systems because the activities transferred in the two areas 
are not substitute. SMEs belonging to North-eastern industrial districts and operat-
ing in clothing, textile and engineering industry, tend to relocate low-value added, 
labour-intensive activities to the SEEC where they can find cheap labour and pro-
duction costs. Instead, Centre-northern small firms, operating in various manufac-
turing sectors and not belonging to industrial districts, prefer to relocate medium-
high value added activities to the Southern areas, object of the AC policy measure. 
While the first group mainly adopts subcontracting relationships (industrial and 
commercial), the second tends to make capital-intensive investments by making us 
of the Government subsidies. They open new branches or new firms in which the 
whole production process or a new production line is transferred.  
As the previous sections underlined, the SEEC attract a larger number of business 
investments, coming from Northern regions, than the Mezzogiorno. If the hypothe-
sis that the two systems are not in competition is valid, it follows that firms trans-
ferring low value-added productions are more in number that those relocating me-
dium-high value added activities. As the literature review stressed, the production 
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system of North Italy, composed by industrial districts, tends to keep the ‘intelli-
gence’ in situ and transfer ‘operations’ into cheaper countries.  
Similarly to the Italian case, in the Netherlands the cross-border relocation towards 
low wage countries is supposed not to have a ‘negative’ impact on the Dutch pe-
ripheral areas. However, the same cannot be said for the delocalisation of high 
value added activities (R&D) by large and medium-sized firms (horizontal invest-
ments), through FDI, which may cause a loss of competitiveness for the peripheral 
areas as well as for the whole country.22  
The delocalisation of R&D activities by Dutch firms, however, has been discussed 
in the works by Cornet and Rensman (2001) and Erken and Gilsing (2004). Ac-
cording to Erken and Gilsing, the Netherlands is not confronted with a structural 
outflow of R&D to foreign countries. This statement is founded on the comparison 
of the outward R&D investments of Dutch firms (as a percentage of total exports 
by foreign affiliates) with other 4 OECD countries (US, Japan, France, Sweden), 
which shows that the Netherlands does not experience an outflow of R&D that is 
higher than on average. Similarly in 2001, conclude that there is no proof for 
(large-scale) delocalisation of R&D to other countries. Besides, new foreign R&D 
activities by major Dutch companies (i.e. through the acquisition of R&D intensive 
foreign firms) are usually in addition to the existing R&D activities in the Nether-
lands and do not go at their expense. In developing such decentralised R&D activi-
ties, the home ground still continues to be very important: foreign R&D activities 
must complement the home country’s R&D activities, whereby the latter are domi-
nant (Erken and Gilsing, 2004).  
Besides, the increasing relocation of R&D activities by Dutch firms may have a 
positive effect. It shows that these firms are well connected to international knowl-
edge networks that are relevant to them. As result, the knowledge that has been de-
veloped abroad comes back to the Netherlands through Dutch companies. Of 
course the reverse  is also true: knowledge developed in the Netherlands finds its 
way abroad (Erken and Gilsing, 2004). 



                                                                                                                                     209

 

8.6 Conclusions  
 
This chapter aimed at providing an answer to the last question framed in Chapter 
1as well as to test Hyphotesis 4.  
As it has been presented, the globalisation of the economy lead to the reorganisa-
tion of the value chain by means of the transfer of production activities toward for-
eign countries where production costs are lower. This process can be induced by 
cost-saving and labour-seeking (vertical investment) as well as market-seeking and 
strategic asset seeking motivations (horizontal investment). In the Italian as well as 
the Dutch case, there is a growing significance of cost advantages which leads 
firms to relocate labour-intensive activities abroad. The Italian and Dutch firms 
tend to invest in central and south eastern countries, through vertical investments, 
in order to exploit lower costs and fewer regulatory constraints. The picture differs 
if we consider the delocalisation of R&D activities (horizontal investment), which 
seems to characterise the medium-large firms in the Netherlands. In this case, in-
creasing importance is assumed by state-of-the-art knowledge and the access to 
such knowledge, wherever it is located around the world. Vertical investments to-
wards foreign countries have cost-saving factors in common with core-periphery 
relocation that characterised the period 1950-1980s. Thus, it can be assumed that 
vertical international delocalisation which occurred since the second half of the 
1980s to some extent replaced previous core-periphery movements. 
However, the analyses on the Italian and Dutch cases did not entirely support this 
hypothesis. As for the Italian case, it can be said that the Mezzogiorno and the 
SEEC are not competing systems because the activities transferred in the two areas 
are not substitute. The activities delocalised to the SEEC are labour intensive and 
low-valued added type, while the relocation to the peripheral areas concerns me-
dium-high value added activities. This can be explained by the lower labour and 
production costs of the SEEC compared to the Mezzogiorno. On the other hand, 
cross-border delocalisation by means of horizontal investments (i.e. towards other 
industrialised countries such as Germany and France) represents a risk for the 
Mezzogiorno.  
Similarly to the Italian case, the Dutch periphery seems not to compete with the 
central eastern European countries. However, the same cannot be said for the delo-
calisation of R&D activities (horizontal investment) which may represent a threat 
for the whole country, core and peripheral areas. If the percentage of firms transfer-
ring production abroad is maintained for a number of years, it will result in a con-
siderable accumulated loss of jobs, lower GNP, loss of knowledge and production 
knowledge. It is a common view in the Netherlands that the country cannot become 
a “knowledge country” without producing knowledge. Nevertheless, the increasing 
relocation of R&D activities by Dutch firms may have a positive effect because the 
knowledge that has been developed abroad comes back to the Netherlands through 
Dutch companies. 
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1 The South-Eastern European countries are Albania, Bosnia, Bulgaria, Croatia, Macedonia, Romania, 
Serbia-Montenegro and Slovenia. The Central European countries are Poland, Czech Republic and 
Hungary. 
2 Examples are countries like Poland and Hungary for the Netherlands, or Hungary and Romania for 
Italy.  
3 Because the non-equity ISAs do not involve the formation of a separate venture or equity invest-
ments, they are less formal and demand fewer commitments from partners than equity strategic alli-
ances and joint ventures (Gemser et al., 2004). 
4 The foreign firms manufacture a good that has been designed by and will be distributed by Italian 
firms. Nike, for example, produces most of its athletic shoes in this manner. 
5 For an overview of the internationalisation determinants see the Eclectic Paradigm of the Interna-
tional Production (OLI framework) (Dunning, 1988). According to the OLI framework, a multina-
tional firm invests abroad through FDIs in order to gain ownership advantages (which the firm wishes 
to exploit in several markets), locational factors (implying that production in more than one country 
is efficient) and international considerations (conferring an advantage to having the production done 
within a single firm rather than by many firms) (see, for example, Ethier and Markusen, 1996).   
6 Data on FDI worldwide, in $ million, are provided by UNCTAD (see the “World Investment Re-
port”, various years). In Italy, however, the Reprint database (developed by the Politecnico di Milano) 
records inward and outward Italian FDIs (number, investment amount and jobs) since 1986, and is 
updated every two years. The database was traditionally sponsored by CNEL (National Council for 
Economic Labour), while ICE (National Institute for Foreign Trade) has started sponsoring it since 
the beginning of 2001. 
7 Traditionally, scholars describe Italian industrial districts as closed manufacturing systems of SMEs 
embedded in local contexts, able to interact with the outside only at the two ends of the value chain 
and where well-identified firms were in charge of managing the relationships with final markets (Be-
cattini, 1989; 2002; Piore and Sabel, 1984; Markusen, 1996). However, at the end of the 1980s and 
during the 1990s, local systems of SMEs perceived the importance of increasing their contacts with 
firm outside the local district area (Micelli et al.,2003). 
8 At the beginning of the 1990s, the proportion of manufacturing firms with less than 20 employees 
was 39% in Italy, 13.1% in France, 14% in Germany and 18% in the United Kingdom. By contrast, 
the proportion of employment in firms with more than 500 employees was about 15% in Italy, 42% in 
France, 52% in the United Kingdom, 56% in Germany and 64% in the USA (Onida, 2002). 
9 The survey is based on a standardised questionnaire sent to manufacturing firms operating in four 
sectors (leather and footwear, textile and clothing, mechanical engineering, furniture). The firms of 
the sample have 40 employees, on average, but small and very small firms are prevalent. The survey 
was carried out in 1997. 
10 We refer to the estimates of the Logit model presenting international subcontracting as a dependent 
variable (Mariotti et al., 2004a, 2004b).  
11 The survey was carried out in 2002 as part of the annual survey of the TeDIS (Center for Studies on 
Technologies in Distributed Intelligence Systems) centre research programme. It was based on a 
structured telephone interview. One hundred and eighty-two firms were interviewed out of a total of 
306 leading industrial district firms  (see Micelli et al., 2003). The firms interviewed had a 2001 turn-
over of about € 30 million on average. Almost 65% of the firms have a turnover between € 13-52 mil-
lion. The firms in the survey perceived themselves as leaders or felt that they held a strong position in 
their respective markets.   
12 The survey is based on a structured telephone interview. One hundred and eighty-two firms were 
interviewed out of a total of 306 leading industrial district firms  (see Micelli et al., 2003).   
13 For a detailed description of the internationalisation of the fashion industry in Veneto region see 
Crastanello and Dalla Libera (2003).  
14 All belonging to metallurgy and electronics.  
15 The survey’s field work was carried on between 13 February 2002 and 5 March 2002.  
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16 The first enquiry was carried on in the months of March and April 2003; the second in February-
March 2004. 
17 Within two years from 2003.  
18 The informants were owners/managing directors and/or senior managers responsible for marketing 
or production with extensive knowledge of the firm’s internationalisation developments (see Gemser, 
et al, 2004 for details).  
19 On average, firms in the mechanical engineering are 45 years old, have 89 employees with an an-
nual turnover of less than € 13 million. Those in the software are 8 years old, employ 34 people and 
an annual turnover of less than € 3 million. 
20 The SEO is an independent research institute, which carries out contract research for private and 
public clients. 
21 For a review on the global challenge to industrial districts see Guerrieri et al. (2001).  
22 Dutch firms are highly active in R&D extensive sectors when compared to other countries. During 
the period between 1990 and 1999, the R&D intensity - defined as the total R&D expenditure ex-
pressed as a percentage of GDP – in the Netherlands rose slightly, bringing total R&D expenditure, 
both public and private, to 7.6 billion Euro in 2001 (Statistics Netherlands – CBS, 2001 and Nether-
lands Bureau of Economic Policy Analysis – CPB, 2001 in Erken and Gilsing, 2004). Of the total ex-
penditure of R&D in the Netherlands, the government accounts for 45%, while seven companies, the 
so-called “Big Seven” (Philips, Akzo Nobel, ASML, DSM, Shell, Unilever and Océ.), undertake 50% 
of total private R&D. 
 


