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Abstract

The paper presents a draft proposal for a model questionnaire on the demand for services by enterprises. The paper
defines 8 categories of types of services based on the CPA. The questionnaire contains quantitative information about
the usage of services by businesses, but the main part relates to qualitative questions on services outsourcing as types
of services, motivations, consequences and barriers of outsourcing.
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1. Introduction

During the nineties, the businesses have increasingly been subcontracting and outsourcing the operations they used to
carry out internally. Increasing complexity of intermediate and final pro-ducts and the expertise needed to cope with
these devel opments have encouraged this development. A new kind of horizontal networks have emerged in order to
improve business performance.

Typically when manufacturing enterprises subcontract their production, the supplier firm also is a manufacturer.
Hence the increase in subcontracting is not expected to contribute significantly to the growth of the services sector, but
rather to improve the productivity within the manufacturing sector.

However, outsourcing of services operations earlier carried out by the manufacturing enterprise, shifts the demand
towards specialised business services enterprises, implying a shift in employment from manufacturing to services.

The development in the period 1970-1995 in France and Germany can illustrate this trend, as the share of

manufacturing of total employment has fallen with about 1/3 and the share of other market services (mainly business
services) had more than dubbled in the same period, in both countries, see figure 1.

Figure 1. Paid employment in France and Ger many 1970-1995.
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A normal starting point for a statistical survey related to services to enterprises would be to design a project surveying
the enterprises within the activity classified as Business Services (NACE 71 - 74), ie. measuring business services
from atraditionel supply approach.

This study has chosen an alternative approach, namely to take the starting point from the demand side, ie the use of
services by enterprises. The reason for this approach isfirstly, that the purpose of the study is to test the feasibility of
identifying the services creating value added to the manufacturing production.

Secondly that by surveying the demand side we are able to detect al services of a certain kind offered to the
enterprises no matter the activity class of the enterprises actually providing the services. By measuring the demand
side we focus on the service offered and it isirrelevant if the service is provided as a primary (main) activity or as a
secondary activity of the services provider enterprise.

If we look at the dynamic part of the services supply and demand interaction, the core of the model is outsourcing.
When taking outsourcing decisions (inhouse production or purchase from third party) in the enterprise, the decisions



taken are generally strategic and long term and also of considerable value. The total purchases of services on demand
side - and simultaneoudly total sales of services on the supply side - are thus significantly affected due to a possible
outsourcing decision.

Thisis the background why we have wanted to focus the model questionnaire on the more dynamic field of demand
for services - outsourcing.

2. Review of existing statistics and studies

Business statistics covering items as employment, turnover and different accounting variables are produced and
published in all countries. This review concentrates on the data collection of services purchased by the manufacturing
industries, ie from the demand side.

The conclusion is that no official statisticsis produced independently with the scope of surveying the demand for
services. A number of statistics covers the purchases of services as part of a general accounting statistics covering all
costs of the manufacturing industries.

In order to supplement the information collected by the official statistical institutes, ad hoc surveys related to the
demand for services aspects have been examined to pinpoint the definitions used for identifying services purchased by
enterprises. These ad hoc surveys have been carried out by ministeries or private consultancy enterprises.

2.1 Official statistics

As mentioned, no independent survey on the demand for services is carried out. The available information on
purchases of services are all part of general accounting statistics. Within the European Union, structural business
Statistics harmonised by aregulation put into force beginning of 1997." In this regulation the variable 13 11 0 total
purchases of goods and servicesis related to the topic of demand for services. But the Regulation has no requirement
of afurther disaggregation of this variable into a goods and services part, not to mention a further breakdown of the
services into types of services.

Asthereisno EU regulation related to collection of statistical information on demand for services, the definitions used
in the national data collections within the Member States of EU are differing from one Member State to another. In
most Member States no detailed information on purchases for services are collected or the collection has only been
established within the last years.

In Snveden, the statistical office has introduced a new survey on the consumption of purchased goods and services
starting with the statistical year 1997. It is an annual survey covering manufacturing industry including about one
third of all manufacturing enterprises with more than 50 employees. The questionnaire contains a breakdown of the
services expenditures into the following categories;

- Repair of automobiles and vehicles

- Leasing

- Real estate maintenance and administration
- Computer services

- Tele- and datacommunication

- Posta services

- Financial related services services

- Accounting and bookkeeping and legal services
- Research and Development

- Cleaning services

- Security services

The data collection started in April 1998 and the first results are going to be published in beginning of 1999.

! Council Regulation No. 58/97



In France, the Ministery of Manufacturing Industriesis carrying an Annual Business Survey on manufacturing
industry. The survey covers all manufacturing enterprises with 20 employees and more. The questionnaire contains
information on demand for services broken down into;

- Employment costs due to temporary workers
- software expenditures (again divided into purchased and internally developed software)
- advertising expenditures

The questionnaire also includes information regarding subcontracting, including a breakdown of subcontracting into 4
categories, of which one being purchases of studies and services. The result of the survey is going to be published this
autumn by the Ministery of Manufacturing Industry.

In Germany, Statistisches Bundesamt carried out a pilot survey on demand for services in manufacturing industry in
1988.% The questionnaire included a very detailed breakdown of services into the following 19 categories;

- Computer services

- Research and Development

- Technica planing, consultancy and related services
- Renting and leasing

- Security services

- Documentation

- Training activities

- Training of own personal

- Design services

- Advertising

- Refuseremoval

- Storage and warehouse services
- Transport

- Purchasing services

- Sdessarvices

- Other genera management

- Digtribution of energy

- Other services

- Activitiesnec

The result of the pilot study was that it was not feasible to carry out a continous survey including these detailed
guestions.

In Finland, the statistical office is collecting annual accounting data for manufacturing industry. This statistics
includes a breakdown of the purchases of services into the following service categories;

- Research and development costs
- Transportation and storage

- Real estate maintenance

- Post and telecommunications

- Advertising, sales and marketing
- Computer programming

- Training and education

- Patents, licenses and royalties

- Management, administration

- Hiring of personnel

In USA, U.S. Department of Commerce and Bureau of Census are carrying and an annual Survey of Manufacturers.
This survey also includes questions related to the demand for services as the questionnaire contains information
related to the costs for purchased services. The services are grouped into the following categories;

2 Horst Mai, Dienstleistungen im Produzierenden Gewerbe - Testerhebung, in Wirtschaft und Statistik 2/1989
3 Statistics Finland: Annual Establishment Survey on Manufacturing Industries



- Repair of buildings and other structures

- Repair of machinery

- Communication services (telephone, data transmission, fax, telegraph, etc.)
- Lega services

- Accounting and bookkeeping

- Advertising

- Software and other data processing services

- Refuseremova

2.2 Ad hoc surveys

Two studies related to the purchases of services by enterprises have been analysed. Both studies have elaborated
detailed categories of services which can be seen as supplementary tools for devel oping a feasible disaggregation of the
services offered to enterprises.

In Denmark, PA Consulting group has in 1997 carried out a survey on outsourcing.” The questionnaire used includes
the following categories;

- Catering, cleaning etc.

- Lega services

- Distribution / transport

- Real estate maintenance

- Financial related services services

- Market research

- Real estate management

- Maintenance of the production apparatus

- Production

- Storage and warehouse services

- IT services, which is further broken down into Technical support, Application development, Network design and
implementation, Operation of mainframe installations, Hotline and user support, Operation of network and
telecommunication and Operation of PC/L AN-environment

The result of the Danish study consisting of responses from 195 top leaders is that the most frequent outsourced
services was catering and cleaning (outsourced by more than 60% of the respondents), legal services (53%),
distribution and transport (47%) and I T- technical support (42%).

In Spain, the Ministery of Manufacturing Industry has carried out a’ Project for a survey of the Opinions of
Enterprises on Business services .> The survey was carried out in 1997 using 8 main categories which again are
broken down into very detailed subcategories,

Management and organisation related services, consisting of organisational consultancy (general management, hiring
consultancy and training consultancy), legal services ( legal professions and legal consultancy), tax consultancy,
accounting and accounting consultancy, public relations, administrative services (secretarial, language services)

Production related services, consisting of inspection, control and certification, repairs and maintenance, tests and
testing, packaging and packing, industrial engineering, engineering consultancy, hire of material, waste treatment,
and other technical services for construction, production and protection of environment

Information and communication services, consisting of software, data processing, computer consultancy and technical
information services, on-line database services, videotext, etc. and media services, private communication services
(city-mail and e-mail, advanced telecommunication services)

* PA Consulting Group: Outsourcing 1997 (1998)
® Desiderio Aranda Martin and Arturo Gonzales Romero: Project for a Survey of the Opinions of Enterprises on
Business services, presented at the 23rd CIRET Conference, Helsinki 1997






3.2 Delineation of included type of services based on CPA

The production process consists of an array of manufacturing activities as well as of services that are used by the
enterprises either directly in the production process or other (auxillary) functions of the manufacturing enterprises.
These services can typically be either provided in-house or outsourced. In order to pilot the areain afeasible way we
have to limit our scope considerably and focus on some key areas.

As mentioned in the introduction we have chosen to focus on the most dynamic part of the total purchases of services
by businesses, namely to focus on services where enterprises actually have a choice between outsourcing and inhouse
production.

For defining the types of servicesto be included in the draft questionnaire we have, based on the above mentioned
statistics and studies defined a universe of services consumed by the businesses which we then have defined in terms of
the Statistical Classification of Products by Activity in the European Community (hereafter called CPA). But in order
to trandlate the language of the statisticians to the language of the businesses we have regrouped the CPA groupsin
line with the organisation of the different activities within the enterprises, see box 15,

Box 1 Grouping of types of services

Production related services

Transport and distribution

ICT-services

Human resources related services

Financial related services

Administration

Marketing services

Auxiliary services

Altogether 3 levels of services used are identified in the questionnaire. Firstly, the total of services used by the
businesses, secondly the 8 groups each including more than one CPA classes (4 digit) and thirdly the individual CPA
classes included in the groups. The model questionnaire is intended to be a flexible appliance implying the possibility
of choosing between the different levels mentioned above. Furthermore, only selected groups or classes can be used if
the need is to focus on the use of specific services as e.g. use of engineering services or building cleaning.

4. General design principlesfor the model

The survey framework of the demand for the services by businesses is designed as a data model where the information
is collected from the user enterprises, even if traditionally the supply side data collection has been in focus. The model
is thus expected to improve our knowledge of the supply-demand interaction and particularly on the less documented
area of services asinputsin the production process.

The objectives of the module are the following. Firstly, it is intended to provide quantitative data on the usage of
services by businesses broken down by different activities. The model has been constructed in a general way that it
could be, in principal, applied in any industry. These kind of data could be used as supplement information e.g. when
compiling input-output tables for national accounts purposes. The qualitative part of the model is intended to go more
into depth for analysing the businesses behaviour and structural / organisational changes due to increasing usage of
purchased services. Furthermore, the implications of services outsourcing to e.g. employment shifts from
manufacturing to services activities are in focus.

8 The exact CPA groups are listed in annex 2



In the following paragraphs the genera structure of the model questionnaire and the reasonings behind shall be
described. The questionnaire itself is enclosed in annex 1.

Firstly, the questionnaire contains quantitative data on the total expenditure on services to businesses and on the share

purchased. Thisisintended to give an overal picture of the importance of services usage within the businesses. The
turnover and employment figures are asked for three consecutive years (question 2.1 and 2.2).

Box 2: The general structure of the model questionnaire

1. General information

1.1 Generd identification

1.2 Main activities of the enterprises
1.3 Legad form

1.4 Ownership and group affiliation
1.5 Changesin business structure

2. Quantitative information
2.1 Employment information
2.2 Economic information including breakdown of purchases by type of services

3. Outsourcing of services

3.1 Services areas where company has increased or expected to increase outsourcing
3.2 Typical duration of outsourcing contracts by type of service

3.3 Number of suppliers used for outsourcing

3.4 The share of costs of the biggest supplier

3.5 Relationship with the services provider by type of service (long term contracts)

4. Motivationsfor outsourcing of services
4.1 Theimportance of selected factors when making outsourcing decision

5. Consequences of outsourcing
5.1 Impact of realised outsourcing activity on company’s competitiveness




5.2 Satisfaction to realised outsourcing results by service
5.3 Resdlised benefits of outsourcing
5.4 Implications of outsourcing to employment

6. Barriersrelated to outsourcing
6.1 Factorsthat has hampered or stopped outsourcing process

Secondly, the main part of the questionnaire relates to qualitative questions on services outsourcing. As outsourcing is
regarded a strategic long term commitment with the services providers, the general one year reference period was not
seen feasible. For understanding the services outsourcing more thoroughly, also the future expectations and plans have
been considered important information to collect.

The question on realised outsourcing activities and future plansis intended to give a rough indication of the services
where the outsourcing already has taken place, but also to identify the areas of future potential. In the model
guestionnaire the question 3.1 is formulated at the detailed product level, but could be applied on more aggregated
level aswell (c.f 3.2).

The relationships between the outsourcing businesses and the services providers were included in question 3 due to the
increasingly horizontal business structures. The depth of the relationship of the two parties is evaluated by asking the
average duration of contracts broken down by services. Thisis intended to indicate the degree of engagement of the
both parties. A supplementary question asks the type of relationship of the services provider. A breakdown into three
categories was used: |oose and close co-operation and enterprises belonging to the same group®.

The set of questions (4-6) concerning the company’ s motivations to outsource, to satisfaction and realised benefits
and barriers of outsourcing are aimed to clarify the chain from decision making to the realised experiencesin the
businesses. The questions on satisfaction are asked by service groups, but the other questions apply to outsourcing in
general. These questions would give answers to:

* why businesses outsource services?

* in which services areas the outsourcing has been most succesful ?
* to what extent the expected benefits have been realised?

* what are the major barriers experienced?

The issue of competitiveness is touched upon from the businesses perspective. The impact of realised outsourcing
activity on competitivenessis asked in question 5.1, which compares the business' position to competitors on national,
EU and global level. It might be quite difficult, however, to get an objective judgement from the respondents on this
area.

The outsourcing process and its implications to employment in services is apparently an important policy issue. The
employment question 5.4 is intended to provide data on the employment shifts from other sectors, mainly
manufacturing, to services and in particular to business services sector. Also in this question both the realised changes
and future prospects are seen as equally important.

5. Itemsfor discussion

This paper is presented to the Voorburg Group on Services Statistics in order to raise the following questions:

- Do you carry out surveys on demand for services?

- Obvioudly, the draft questionnaire is ambitious in its aims, but do you consider it feasible to carry out such a
survey - not necessarily on a continous basis, but as an ad hoc survey?

° Part of the services purchased, e.g. computer services, are occasionaly provided by another enterprise belonging to the same group. The quantitative part
the model does not make distinction between intra-enterprise group purchases and purchases from the markets.




Can the enterprises come up with figures on their total expenditures on the different type of services, including
inhouse production, or isit only feasible to ask about the purchases of services?

What is you opinion about the proposed grouping of services and the applicability of using the existing CPA for

such akind of survey? Isit feasible to cover the proposed large range of servicesin one questionnaire or should it
concentrate on a more specific area of services as for instance knowledge-based services?

10



ANNEX |

DRAFT QUESTIONNAIRE ON USE OF SERVICESBY BUSINESSES

1. General Information

1.1 General ldentification:

Name:

Address:

Name of contact person:

Telephone:
Fax:
E-mail:

1.2 Main activities of the enterprise (description)

1.2.1 Primary activity:

1.2.2 Secondary activity:
1.3 Legal form
Partnership: O
Limited company: O
Sole proprietorship: O

Others (description):

1.4 Ownership and Group affiliation

1.4.1 The enterprise belongsto agroup: yes: no:

1.4.2 Location of the group domestic or foreign

If foreign, location of head of the group(country):




1.5 Changesin business structure

If your company in the last three years has undergone structural changes which could influence the comparability of

the answers , please specify the changes

2. Quantitative Information

2.1 Employment information

2.1.1 No. of persons employed in year T:

2.1.1.1 of which working with service functions:

2.1.2 No. of persons employed in year T-1:

2.1.2.2 of which working with service functions:

2.1.3 Expected no.of persons employed in year T+1:

2.1.3.3 of which working with service functions:

2.2 Economic infor mation

2.2.1Total turnover inyear T:

2.2.2 Total turnover in year T-1:

2.2.3 Expected total turnover in year T+1.

2.2.4 Total expendituresinyear T:

2.2.4.1 of which services (%) :

2.2.4.1.1 Broken down by type of services and form of expenditure

Type of services Total expenditure
(See also annex 2 for a detailed definition)

of which purchases

(% of total expenditure)

Production related services

Transport and distribution

ICT-services

12






3. Outsourcing of services

3.1 In which services areas has your company increased or expectsto increase outsourcing?

Thelast 3years Thenext 3years
Notatall Some- Consider Donot Notatall Some- Consider Donot
what ably know what ably know

Production related:
- Research and experimental development

on natural sciences and engineering O O O O O O O O
- Architectural, engineering and related technical

consultancy O O O O O O O O
- Technical testing and analysis O O O O O O O O
Transport and distribution:
- Storage and warehousing O O O O O O O O
- Transport services O O O O O O O O
- Other transport supporting services O O O O O O O O
- Packaging services O O O O O O O O
ICT —services:
- Computer related services O O O O O O O O
- Telecommunication services O O O O O O O O
Human resour ces:
- Training and educationel services O O O O O O O O
- Labour recruitment and prov. of personnel O O O O O O O O
Financial related services:
- Financia auxiliary services
- Financial leasing services O O O O O O O O
- Operationa renting and leasing O O O O O O O O
Administration:
- Legal services O O O O O O O O
- Accounting, book-keeping and auditing O O O O O O O O
- Business management and consultancy O O O O O O O O
- Secretarial and translation services O O O O O O O O
Marketing:
- Market research and public opinion polling O O O O O O O O
- Advertising O O O O O O O O
- Sales services
Auxiliary services:
- Canteen and catering O O O O O O O O
- Management of real estate O O O O O O O O
- Investigation and security O O O O O O O O
- Industria cleaning O O O O O O O O

3.2 Please estimate the typical duration of outsourcing contracts by type of services

Type of services'™ Up to 1 year 1-3years 4+ years

19 Please note that the type of services can be divided into the following levels Total services, 8 main groupings, 22
detailed groupings and a selection of groupings for specia activity specific surveys. In the remaining part of the
guestionnaire the 8 main groupings are used for reasons of simplicity.

14



Production related services
Transport and distribution

ICT —services

Human resources related services
Financial related services
Administration

Marketing

Auxiliary services

Ooo0oOooooo
Ooo0oOooooo
Ooo0oOooooo

3.3 How many suppliersdo you usein your outsourcing activity?

Type of services™ Only one supplier 2-5 suppliers Morethan 5
suppliers

Production related services O O O
Transport and distribution O O O
ICT —services O O O
Human resources related services O O O
Financial related services O O O
Administration O O O
Marketing O O O

O O O

Auxiliary services

3.4 If you have more than one supplier what share of your total outsourcing expenditures does the biggest
supplier account for?

Type of services® Lessthan 10%  Between 10-50%  Morethan 50% Do not know

Production related services O O O O
Transport and distribution O O O O
ICT —services O O O O
Human resources related services O O O O
Financial related services O O O O
Administration O O O O
Marketing O O O O

O O O O

Auxiliary services

11 See footnote 12.
12 See footnote 12.
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3.5 1f theduration of the outsourcing contract islongterm (4 yearsor more), please specify therelationship
with the services provider by type of service (tick mark all the valid boxes)

Type of services® Type of relationship
L oose Close Enterprises Do not know
cooper ation cooper ation belonging to the
same group

Production related services O O O O
Transport and distribution O O O O
ICT —services O O O O
Human resources related services O O O O
Financial related services O O O O
Administration O O O O
Marketing O O O O

O O O O

Auxiliary services

4. Motivations for outsourcing of services

4.1 Please evaluate the importance of the following factor s when making outsour cing decisions

Not I mportant Very Do not know

important important
4.1.1 Economic factors
Reduction of operational costs O O O O
Reduction of labour costs O O O O
Reduction of investments in material assets O O O O
Cash infusion O O O O
4.1.2 Factorswithin the enterprise
Increase of flexibility O O O O
Focus on core business O O O O
Increase of services quality O O O O
Reduction of dependence of individual employees O O O O
Lack of qualified employees O O O O
4.1.3 Other factors
Access to specia supplier knowledge O O O O
Access to new/relevant technology O O O O
Other factors, please specify O O O O

13 See footnote 12.
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5. Consequences of outsourcing

5.1 How would you evaluate the impact of the realised outsourcing activity to your company’s competitiveness
duringthelast 3 years?

Not improved Improved Substantially Do not know
improved
Compared to
Domestic competitors O O O O
Competitors within EU O O O O
Competitors outside EU O O O O

5.2 Hasyour company been satisfied with the realised outsourcing results during the last 3 years?

Type of services™ Not satisfied Neutral Satisfied ~ Very satisfied Do not know

Production related services O O O O O
Transport and distribution O O O O O
ICT —services O O O O O
Human resources related services O O O O O
Financial related services O O O O O
Administration O O O O O
Marketing O O O O O

O O O O O

Auxiliary services

5.3 Please evaluate the realised benefits of outsourcing during the last 3 years

Not realised Realissdto Realised as Do not know
some extent planned

5.3.1 Economic factors

Reduction of operational costs O O O O
Reduction of labour costs O O O O
Reduction of investments in material assets O O O O
Cash infusion O O O O
5.3.2 Factorswithin the enterprise

Increase of flexibility O O O O
Focus on core business O O O O
Increase of services quality O O O O
Reduction of dependence of individual employees O O O O
Lack of qualified employees O O O O

14 see footnote 12.
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5.3.3 Other factors

Accessto special supplier knowledge
Access to new/relevant technology
Other factors, please specify

oono
oono
oono
oono

5.4 What isthe approximate number of employeesin the company that the outsour cing of services has
substituted or is expected to substitute?

During the last 3 years During the next 3 years

Employees Employees

6. Obstaclesrelated to outsourcing of services

6.1 Have any of the mentioned factors hampered or stopped the outsourcing processin your company?

No impor- Some Decisive Do not
tance impor - impor - know
tance tance
6.1.1 Economic factors
Costs higher than expected O O O O
Missing cost controlling possibilities O O O O
Inability to liquidate the assets O O O O
6.1.2 Factorswithin the enterprise
Loss of control with security/control O O O O
Failing knowledge about the market of suppliers O O O O
Loss of competence within the organisation O O O O
Internal resistance towards outsourcing O O O O
6.1.3 Other factors
Low quality of services provided by the supplier O O O O
Missing flexibility of the supplier O O O O
Limited number of potential suppliers O O O O
Resistance from customers/subcontractor O O O O
Legal barriers O O O O
Trade or technical barriers O O O O
Others, please specify O O O O

18



ANNEX II: Servicesincluded by CPA

Production related services

Group 73.1  Research and experimental development services on natural sciences and engineering

Class 74.20  Architectural, engineering and related technical consultancy services
Class 74.30  Technical testing and analysis services

Transport and distribution

Part of section | Transport, storage and communication services

Class 74.82  Packaging services

ICT-services

Class64.20  Telecommunications services

Divison 72  Computer and related services

Human resour ces

Class 74.50  Labour recruitment and provision of personnel services
Class 80.42 Adult other education services

Financial related services

Division 67 Services auxiliary to financial intermediation
Class65.21  Financial leasing services

Part of division 71 Renting services of machinery and equipment without operator
Administration

Class74.11  Legal services

Class74.12  Accounting, book-keeping and auditing

Class74.14  Business and management consultancy services

Class 74.83  Secretaria and trandation services

Marketing and Sales

Part of Section G~ Wholesale and retail trade services

Part of Class 74.13 Market research and public opinion polling services
Class 74.40  Advertising services

Auxiliary

Group 55.5  Canteen and catering services
Class 70.32  Management services of real estate on afee or contract basis

Class74.60  Investigation and security services
Class 74.70  Industria cleaning services
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