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Abstract 

Purpose – The aim of this study is to explore how outsourcing affects developing 

countries. The effects are examined for Ghana and Vietnam, which have recently 

become attractive outsourcing locations. They are compared with China and India, 

both well known for their outsourcing sectors and their attractiveness as 

outsourcing locations. 
 

Design/methodology/approach  – In this research paper an exploratory method 

is applied. During the examination economic data provided by supranational 

organizations is used to measure the effects of outsourcing. Data is collected to 

match the requirements of the applied triangular model for measuring. Background 

for the data collection is the triangular model by Granger. Key figures for 

observation are Gross Domestic Product (GDP), Foreign Direct Investment (FDI), 

exports, and their correlations. Validity and reliability is ensured through cross 

examination of the model. 
 

Findings  – The effects of outsourcing vary a lot. All key figures rose in general 

during the observed 30 years, from 1981 till 2010. The correlations show that there 

are eventual relations of the figures, although direct relations each by each year 

are not found. The most remarkable finding is that FDI might indeed push the 

exports. Export rates are rising in the years after the investment is done. The 

relation of FDI and GDP show that there can be interrelations as well, but if the 

GDP is increased in higher rates than the FDI is done. An overall result of the 

examination is that Vietnam seems to rely heavily on outsourcing as they export 

almost ¾ of the fabrications whereas it is assumed that Ghana tries more on 

development and improvement of the whole economy. 
 

Originality/value – Outsourcing has been an often discussed topic and is said to 

be one of the most controversial issues in different areas, e.g. business and 

politics. Although there have been many publications about the theme in general 

most content the effects of outsourcing for developed countries, the location from 

which is outsourced. 

Keywords – Outsourcing, offshoring, Granger causality, economic development, 

measuring sourcing 
 

Paperwork – Research paper 
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1. Introduction 

Outsourcing can affect either a firm’s primary or support supply chain depending 

on the decision what is a core competence and what should be outsourced 

(Lonsdale and Cox, 2000). It has been an often discussed topic both in business 

and in economic areas. The theme even became a controversial national during 

the US election campaign in 2004 (Mankiw and Segwal, 2005). The 

Encyclopaedia Britannica emphasizes the statement and declares offshoring as 

one of the major economic controversies of the decade.  

However, why is outsourcing overseas or offshore outsourcing as it is also known 

such a popular phenomenon? Globalisation has intertwined the economies of 

different countries and further today’s technological achievements have ensured 

an unhindered flow of products and services of any kind. Many firms in developed 

countries are driven to outsourcing to remain costly effective. They often source 

from developing countries with lower cost structures. This still increasing 

development has a not only impact on production costs but also on the economies 

themselves (Oke et al., 2009). Lonsdale and Cox (2000) mentioned that the trend 

of outsourcing has no particular starting event, because managers have always 

been concerned about the boundaries of their firms. Outsourcing and offshoring 

would open the boundaries and the mangers hesitated to open them. The 

phenomenon outsourcing is not new. Contracting out some part of the production 

has been a common business strategy, but it occurred mainly within a country in 

the first years. Weidenbaum (2005) stated that it started with service companies 

which wanted to get access to foreign markets. They provided repair services and 

customer support closer to the customer’s location instead of telling them to come 

to the companies’ headquarters. Technological developments, especially in the 

information technology sector, almost removed the need of proximity issue. 

Along with the emergence of the emerging markets the concern of losing jobs has 

been growing in developed countries (OECD, 2007). On the one hand there is a 

job creation progress on-going in the developing countries, but on the other hand it 

might be seen as a ‘white collar job outflow’ of the industrialized countries (Mattoo 

and Wunsch-Vincent, 2004). Agrawal and Farrell (2003) claimed that estimated 

3.3 Mio. US business-processing jobs will have moved abroad by 2015. Some US 

states already begun to think about legislation to ensure that no more offshoring 
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will take place. Laws should prohibit contracting with companies which move jobs 

to low wage countries. 

The most published articles and reports show the impacts of onshore and offshore 

outsourcing from the view of developed countries. There is much less publications 

exploring the situation of developing countries generated by offshoring. 

Exemptions are China and India as being two of the most attractive destinations 

(A.T. Kearney, 2011) for outsourcing (Youngdahl et al., 2010 and OECD, 2007). 

Both have experienced tremendous economic developments over the last 

decades. Becoming attractive for outsourcing may be then a medium for self-help, 

which can be used by other countries. Firms may leave the countries again if the 

requirements cannot be fulfilled. In case that the particular country has become 

heavily dependent it might have to step backwards in its economic development. 

Therefore in this thesis two developing countries, Ghana and Vietnam, are 

explored in order to measure their dependence of outsourcing. 

 

2. Purpose 

 

2.1. Aim of research 

Outsourcing both onshore and offshore is a growing phenomenon in world trade. It 

has been a common upcoming practice of companies contracting out some part of 

production or other services to stay competitive. The often accompanying need for 

cost reductions lead companies to search for low cost structure found in 

developing countries. Many researches deal with the effects of outsourcing from 

the origin’s point of view, but outsourcing does not only affect the countries of 

origin but also the economies to which is outsourced. The aim of this research is to 

explore the dependence of outsourcing of developing countries. Therefore Ghana 

and Vietnam, both developing countries, are chosen as example cases. The used 

economic data are compared with those of India and China as these countries are 

the most attractive countries for outsourcing. Both of them are developing 

countries as well but with the addition of tremendous economic growth rates 

during the last decades. Within the proposed exploration the development as well 

as the current status quo of the chosen countries is illustrated. The analytical 
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framework aims to introduce the necessary terms and the used model for the 

measurement. After all, the dependence of outsourcing of developing countries is 

explored.  

2.2. Research question 

The research question of this study is: 

1. How does outsourcing affect developing countries? 

The research aims to answer what economic changes and other accompanied 

impacts outsourcing has on developing countries. The hypothesis derived from the 

research question is that developing countries might become very dependent on 

outsourcing concerning their economic status and development if they only rely on 

the outsourcing sector and the accompanied foreign money. The research 

question was chosen, because most publications only light up the impacts for the 

countries of origin. After the theoretical section the research question as well as 

the hypothesis are more specified and tested. 

 

3. Outline of the thesis 

After the research question is stated in the previous one chapter no. 4 deals with 

the methodology by explaining the approach, describing the data collection, and 

focuses on the validity and reliability of the present research. The chapters 5 and 6 

form the basis for the measurement done later in the study. No. 5 contents 

explanations about the difference of outsourcing and offshoring, and clarify the 

term outsourcing and offshoring. Further the most important part of this chapter is 

the introduction and explanation of the Granger causalities, the model used for 

measuring the effects of outsourcing. Chapter no. 6 mainly focuses on what is 

already found out why the case countries Ghana and Vietnam are already 

considered as outsourcing locations. A general introduction of the both economies 

is also a factor of the chapter.   

Chapter 7 continues with the measurement of the effects of outsourcing of Ghana 

and Vietnam by applying the explained model. This analysis forms the basis for 

the following chapter in which the results and findings are presented. These are 
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discussed in chapter 8 which leads to the last chapter, no. 10. There the 

conclusions are explained. Future recommendations complete this study. 

 

4. Methodology 

“Research is defined as human activity based on the intellectual application in the 

investigation of matter” (Glenn, 2010).  Zikmund et al. (2010) state that business 

research covers different areas with the purpose of advancing knowledge about 

organisations, market, economies and other areas. While researching scientific 

methods are applied to seek for the truth. As the research process itself includes 

idea and theory development, problem definition, data collection with following 

discussion about results and findings this chapter deals with the clarification of 

applied methods. According to Glenn, 2010) the present study belongs to the 

category of scientific researches, because the empirical findings of the examined 

economies might be used for others, especially with similar characteristics. 

 

4.1. Methodological approach 

Qualitative versus quantitative research is one of the main distinctions made for 

research approaches. Qualitative researches are mostly done in social sciences in 

Glenn’s (2010) opinion while Blaxter et al (2010) state that quantitative paradigms 

seek for facts of social phenomena. A special qualitative research is cognitive 

testing to develop surveys. (Glenn, 2010) The main questions to be answered in 

such are why and how in relation to the decision making process. That is why 

smaller and much focused samples are used instead of large and random 

samples. Another important aspect is that researchers must clarify and reflect on 

their role in the research. Additionally researchers code and differentiate the 

themes in a consistent and reliable way. (Glenn, 2010) Quantitative research is 

considerably seen as more scientific, in means more objective. (Blaxter et al, 

2010) 

According to Glenn (2010) an overall distinction between quantitative and 

qualitative research is that qualitative is exploratory whereas quantitative are about 

testing hypothesises while researching. Further he emphasises that neither the 
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qualitative nor the quantitative approach is more conclusive or true. While data of 

qualitative research cannot always be put into mathematical graphs the findings of 

quantitative researches are often displayed with mathematical terms and graphs. 

(Glenn, 2010) Blaxter et al. (2010) underline Glenn’s opinion with the statement 

that “quantitative research tends to involve relatively large-scale and 

representative sets of data”. 

Regarding the data collection the qualitative approach puts expected data into 

categories before the actual data is collected. This process can include the 

collection of empirical materials like case studies, interviews, historical texts, etc. 

The categorised data is displayed and analysed in the next step. There the 

collection data is observed and the formed impression is reported in a structured, 

maybe even quantitative way. These impressions can be the final conclusion of 

the research or can be used for further into-depth analysis with quantitative 

methods at hand. While quantitative research is largely hypothesis-testing the 

qualitative method starts without having a hypothesis. Researchers enter the field 

without a concept, describe what happens and then formulate explanations on the 

basis of the observation. (Glenn, 2010) Quantitative researches aim to be oriented 

for verification. That is why they stay outside the research while qualitative 

researchers may even get an insider view of their research. (Blaxter et al, 2010) 

After establishing hypotheses the quantitative research comes along with a design 

of an experiment in which the dependent variables are measured while controlling 

for the independent variables. Summed up research procedures of quantitative 

approaches conduct to scientific knowledge by hypotheses testing with controlled 

circumstances. (Glenn, 2010)  

Checking the validity of a research cannot be left out. Glenn (2010) enumerates 

different ways of establishing validity like confirmability, member check and 

interviewer corroboration. He also states that validation “is based on a philosophy 

of positivism” (Glenn, 2010), because otherwise the viewpoint could lead to the 

assumption that the findings do not need to be reproducible, verifiable, or 

consistent. As quantitative approaches with their experiments need controlled 

conditions, they might lack “the wideness and depth of meaning for participants” 

(Glenn, 2010). This might be a validity limitation for quantitative approaches. 

(Glenn, 2010)  
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As the result of the distinctions the two approaches can be described as the two 

polar sides of the research methods. According to the research questions asked 

and the type of data used the research is either quantitative or qualitative. 

Researcher must aim to categorise their reports, (Glenn, 2010) but according to 

Blaxter et al (2010) it might be useful to combine the strengths of both quantitative 

and qualitative approaches. 

Against this background this research at hand can be considered as a quantitative 

research. It aims to answer the exploratory research question how outsourcing 

affects developing countries. Although exploratory researches are usually more 

related to qualitative studies this one explores an area and generates hypotheses. 

The collected data (for into depth description of data collection see chapter 4.2) is 

gathered from public available sources and is presented to test the hypothesis 

derived from the research question namely that outsourcing has effects on 

developing countries in general. As the data is presented in mathematical forms 

and graphs that is another characteristic aspect of being a quantitative research. 

Additionally the research is up to verify the derived hypothesis. In case the present 

study was qualitative the process and interpretation of what happened would have 

been a major focus. Here the target is reached under tightly controlled 

circumstances due to Glenn’s (2010) statement (see above). 

 

4.2. Data collection 

According to Glenn (2010) the decision of the kind of data which is collected and 

what is done with the collected data is dictated by the research question. In 

general data is needed for the research and the data needs to be produced by 

using the four approaches or techniques of documents, interviews, observation 

and questionnaires. The data needed as the basis for this present study was 

conducted by the research question how outsourcing affects developing countries. 

The basis for the research is the theoretical framework about the development of 

outsourcing. Therefore scientific articles, books and some other publications from 

magazines were examined. The articles and books are got from the databases 

available through the university access principally Emerald, InformaWorld, 

Encyclopaedia Britannica, and SpringerLink. This was done to explain what is 

behind the huge phenomenon of outsourcing. It is supposed to give enough 
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background understanding for the on-going research afterwards. Further the 

theory underlines that most publications about outsourcing are done from the 

country which outsources products or services to a developing country. The model 

which is used as the basis for measuring the effects of outsourcing is also 

described and explained in this section.  

For the real research the data was collected under bearing the model for 

measurement in mind. Data which can be put into mathematical forms and graphs 

is needed for the measurement. The observed countries are Ghana and Vietnam 

and the necessary data is searched for in the databases of supranational 

organisations as the World Trade Organisation (WTO), the World Bank, the 

Organisation for Economic Development (OECD), the Central Intelligence Agency 

(CIA), the United Nations (UN), the United Nations Conference of Trade and 

Development (UNCTAD), the International Monetary Fund (IMF) and the German 

Federal Statistical Office. The gathered data is then put into tables and 

mathematical forms are approached for hypothesis testing. The model with which 

the effects of outsourcing are investigated tries to search for correlations between 

its included key figures Gross Domestic Product (GDP), Foreign Direct Investment 

(FDI), and exports. Those three are chosen because they have impacts on 

economies and are usually chosen when it comes to comparing welfare of them. 

As the effects of an increased level of FDI for example can possibly not be seen 

immediately the data of 1981 till 2011 is put into the tables, done to find 

tendencies and later impacts. The chosen period of time from 1981 till 2011 is 

chosen, because the institutional homepages provide the data back to 1981.  

In the analysis the possible correlations and connections are examined by relating 

each key figure to another. The results as well as the tendencies of the original 

data are then observed. Findings are described and result into conclusions how 

outsourcing affects developing countries. 

 

4.3. Reliability and validity of the research 

“Research outcomes are of no value if the methods from which they are derived 

have no legitimacy. The methods must justify our confidence.” (Glenn, 2010) The 

research question leads to the methods used and the researcher has to link the 

question with methods and the truth value, whereas the truth value stands for the 
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validity. Regarding the validity in quantitative researches it can be distinguished 

between the measurement validity and the design validity. The measurement 

validity emphasises if the results of the measurement are what they aim to be. The 

design validity includes the aspects of internal and external validity. According to 

Glenn (2010) internal validity is accomplished if a change in the dependent 

variables impacts the independent variables. A research achieves strong external 

validity if the research results can be generalised to other groups or in this case to 

other developing countries other than the observed Ghana and Vietnam. Both 

internal and external validity cannot be separated because “a research design is 

only internally valid if it has measurement validity and reliability” (Glenn, 2010). 

Evaluation of validity can be done by observing how the variables for the 

measurement are related to each other, if the results can be standardised, and the 

amount of consistency between the purpose, assumptions, methods, and 

conclusions. (Glenn, 2010)  

Reliability of a research also deals with consistency as it either supports or 

improves validity. A high level of reliability is achieved if the results of a study will 

remain stable over time and the study itself will be possible to be repeated with the 

same results. As an important aspect the researcher should keep in mind that 

validity is only prevailing if a research is reliable. (Glenn, 2010) 

The internal validity of this study is given because the method used for the 

measurement is clearly explained and also consists of clarifications of the 

correlations of the used terms. Further as the used terms for the investigation are 

well known in the area of comparing countries with each other the present 

research is consistent. With the development of on dependent variable the impacts 

on others are observed and therefore the internal validity is ensured. The external 

validity is ensured in case the study results can be generalised. In this case the 

chosen countries are Ghana and Vietnam. They are of quite different levels 

regarding their economic development. Although the results can be generalised to 

some extent the effects of outsourcing be can completely different in other 

countries. Reasons might be governmental regulations or inconvenient traffic 

locations. However that outsourcing in general affects developing countries is a 

result. As the data used for the measurement is available online, provided by 

governmental and non-governmental organisations, the research can be repeated 
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and one would end with the same surveillance. A strong level of external validity 

could only be achieved by expanding the research with more developing countries.  

 

5. Analytical framework – The basis for the 
measurement 

Javalgi et al. (2009) introduced the topic of outsourcing in their article as not new 

as it has been used over the past decades. As a result of globalisation the world 

economies have become more and more intertwined. Alongside with this process 

the competitions among economies as well as individual firms have been 

increased. All of them are under the pressure to reduce production cost in order to 

remain productive and profitable. Further the authors underline that outsourcing 

has become a popular strategy for firms of all sizes and industries. Within this 

phenomenon the terms outsourcing and offshoring are used, but the terms are not 

clearly understood. As the differentiation is important for the further thesis both 

terms are explained in the following paragraphs. Further explanations, necessary 

for the related study, are also included in this chapter. 

 

5.1. Onshore Outsourcing and offshore outsourcing 

There are various explanations of the terms outsourcing and offshoring in the 

literature, both in micro- and macroeconomics. Mankiw (2003) considers 

offshoring just as another way of doing international trade. Mitra and Ranjan 

(2007) explain the term offshoring as “the sourcing of inputs (goods and services) 

from foreign countries”. Domberger (1998) states that researchers distinguish 

outsourced and in-house business functions. Further distinctions are made 

between domestic and foreign locations. In-house business functions can either be 

performed domestically or be relocated across a country border. If such a job 

transfer, shifting a job, which was done in a company’s home country, to another 

country, occurs it is called offshoring. Jiang (2010) denotes the terms as onshore 

outsourcing and offshore outsourcing. In terms of high competitive markets 

relocation has often been done to countries with advantages as low-labour costs 

or special natural resources (Stack and Downing, 2005). Another factor of 
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offshoring which is often added to its explanation is that the foreign country, to 

which is offshored, usually is a specialist in the demanded functions. As the 

chosen country is often a low wage one the freed capital can be used to create 

new jobs in the home country (Tayles and Drury, 2001). 

Kumar et al. (2008) define offshoring as a term which is used to describe the 

practice among companies to contract out jobs beyond national borders, too. 

Within their definition their focus is on contracting out jobs of white-collar as well 

as blue-collar workers’ jobs in the area of manufacturing. The authors further 

mention that offshoring some part of the production across national borders 

includes not only the manufacturing or the execution of the jobs but also 

transferring or sharing management control. This might include decision making 

parts of the production process and requires a two-way information change, 

coordination and trust between outsourcer and outsourcee. Görg’s (2011) 

definition includes the effects of offshoring: It gives the opportunity to increase 

specialisation for the production parts that are still at the original location of the 

firm. Firms are able to focus on their core competences. Further offshoring can 

lead to increased productivity and expanded sales. 

As mentioned before Javalgi et al (2009) distinguished three main service types of 

offshore outsourcing: People-based/ customer contact services, Information 

Technology and IT enabled services and knowledge-based services. To remain 

competitive cost reduction is the first motif and key driver for outsourcing. That is 

why companies are seeking for lower wage countries with highly skilled workers 

performing the outsourced functions. Emerging markets have become attractive, 

because they often provide high educated people as well as workers with skills for 

high speed in repetitive tasks. Such outsourcing activities are call-centres, 

information technology, software development, financial services, R&D (research 

& Development) and engineering, and back office services. Information technology 

and other IT enabled services can hardly be thought away in today’s business 

environment. As distance does not matter any longer because of IT technology 

many services can be done offshore, known as Business Process Outsourcing 

(BPO). Banks, credit card companies, and insurance companies are examples for 

firms moving processes like claim or application processing abroad. The offshore 

IT enabled services sector is even said to be the fastest growing business sector 

in the intertwined world.  
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Moving jobs abroad has already been expanded to include not only BPOs but also 

processes with much more knowledge requirements like engineering, design, and 

technology. The access to highly skilled workers has led towards offshoring more 

complex and higher valuable services. As cutting operational labour costs is still 

important additional costs for working during night shift can be avoided if it is 

outsourced to a country in a different time zone. All workers would only work day 

time and some processes could be done within 24 hours. (Javalgi et al, 2009; 

Matsuoka and Fukushima, 2010) Altogether outsourcing, onshore or offshore, 

provides firms with many advantages. Nonetheless, it has large impacts on 

economies, on the contractor’s and the contractee’s. Both terms outsourcing and 

offshoring are used side by side meaning contracting out some part of production 

or executing services across a nation’s border.  

5.1.1. The beginning of outsourcing 

 

For a better understanding of the economic impacts of outsourcing and the 

importance for economies this subchapter provides a brief summary of 

outsourcing, starting from the beginning and continued with the current status quo 

in 5.1.2.  

Barahmi (2009) stated that any major technological advance has changed the 

structure of an economy. He mentioned the invention of the railway as an example 

that whole economies usually benefit from technological improvements and 

changes. However, such developments might bring only lasting advantages for a 

part of the population in the short run of the adjustment period. For the long run he 

argues that technological changes usually lead to better paid and more jobs.  

Hätönen and Eriksson (2009) divided the development of outsourcing from the 

beginning, when it was started to be considered by more than a few companies, in 

the late 1970s until the first decade of the 21st century. They called the first decade 

from the 1980s until the early 1990s Big Bang, the second following until 2000 

Bandwagon and the third, barrierless organisations, covers the years 2000 

onwards. However, Hätönen and Eriksson (2009) divided only the last few 

decades as containing the important development of outsourcing, but the actual 

initiation can be dated back to the 1950s. Then it was already claimed that jobs 

should be distributed among those employees who are specialised in the 
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demanded function or the certain parts of the production process (Dibbern et al., 

2004). 

The first decade, the 1980s, is called Big Bang because of the intensity and the 

broad range of how the strategy gained popularity and importance. Companies 

outsourced mainly non-core business functions for cutting operational costs in 

order to become more efficient and economic. Outsourcing during the first wave 

mostly relied on domestic contracts. It got real attention in the next decade 

(Morgan, 1999) when managers rethought their strategy approaches. Then those 

kinds of functions which did not belong to the companies’ expertise were 

outsourced. The main focus changed to searching for skills and expertise of 

complex business functions and important operational processes. Building closer 

relationships with vendors to ensure that strategic processes worked properly 

resulted from the outsourcing development. “Focus on your core competence, and 

outsource the rest” (inter alia by Porter) was one of the popular strategy 

ideologies. During that time companies started to seek for outsourcing possibilities 

across national boundaries. The predominant applied theory was resource based, 

because firms were more looking for special demanded resources than for only 

cost cutting opportunities (Hätönen and Eriksson, 2009). 

During the third decade, called barrierless organisations, outsourcing domestically 

as well as offshore were already such common business strategies that non-

outsourcing became an exception (Hätönen and Eriksson, 2009). Doig et al.. 

(2001) explained that with falling interactions costs, global access to vendors, and 

improved information technologies and communication links. The trend how 

organisations were seeking for more efficiency changed. Outsourcing was not 

seen any longer as a concept of streamlining internal functions but as 

organisational forms transforming into flexible ones along with “loosely coupled 

networks of organisational actors” (Schilling and Steensma, 2001). 

The mentioned fast and steady technological changes have made core 

competencies only temporary and require an on-going management process for 

refining and adjusting. That may also include shifting already outsourced business 

functions from one country to another.  
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5.1.2. Current status quo 

 

There has been a critical discussion about the effects of outsource offshoring 

since many years. The topic was even highly argued during the President’s 

election campaign between George W. Bush and Senator John Kerry in 2004. 

Mankiw and Swagel (2006) published an article reviewing the political uproar 

offshore outsourcing and the release of the Economic Report of the President. 

They sought for an answer to the question what was already known about offshore 

outsourcing. The publication was important for the US, because questions were 

upcoming concerning the effects of the on-going and predominant offshore 

outsourcing on the economy. Made estimations declared that 830,000 US jobs 

would have moved offshore by the end of 2005. 3.4 million jobs would move 

overseas to the end of 2015 (Agrawal and Farrell, 2003) and additional 14 million 

US white-collar jobs are at risk of being outsourced (Bardhan and Kroll, 2003). 

Fortune 500 companies like Amazon, Dell, and many other smaller seized have 

already offshored millions of jobs overseas. Up to 25 percent of the traditional 

information technology jobs were estimated to be outsourced to developing 

countries by 2010 (Ball et al., 2006). The already moved US jobs have an 

equivalent in wages of US$136 billion (Agrawal and Farrell, 2003). Beside the US 

market Western Europe and Japan also face outsourcing. According to Garner 

(2004) 730,000 jobs were outsourced and moved overseas from Western 

European countries and 400,000 from Japan until 2008.  

Although concerns occur, Bailey and Farrell (2004) noted that the job amount, 

which is lost through offshoring, is quite small compared to the size of the US 

labour market. The Bureau of Labour Statistics forecasted that 160 million jobs 

would exist by 2015 in the USA. In contrast Agrawal and Farrell (2003) refer to a 

headline of the BusinessWeek journal (February edition, 2003) “Is your job next?” 

and its associated cover story “The New Global Job Shift” (Engardio et al., 2003) 

in which is stated that several US states started to think about a legislation 

regulating, respectively prohibiting, moving jobs offshore. However, the authors’ 

opinion is that protectionism is not the right way. They reason their statement so 

that many people think buying services from abroad means a loss for the US-

economy but in reality the opposite is said to be true. A flexible economy like the 

US has been able to create more jobs faster than offshoring should eliminate them 
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(Agrawal and Farrell, 2003). According to Kletzer (2001) protectionism might even 

hamper the further trend of globalisation and along with it the need for remaining 

competitive. Bahrami (2009) even declares that outsourcing cannot be thought 

away in today’s business environment. Asian companies are involved in the 

process of almost every technological device such as mobile phones, notebooks 

or digital cameras. Pharmaceutical companies contract biotech research firms in 

Asia to reduce the market costs for new drugs. Airplane manufacturer like Boeing 

contract with India’s HCL (author’s note: HCL Technologies Ltd.) to co-develop 

software for the planned 7E7 Dreamliner jet (author’s note: 787 Dreamliner) 

including everything from navigation systems to cockpit controls. To remain 

competitive companies changed their attitude from only seeking for knowledge 

domestically to everywhere. Those often decide to move some part of the 

production or the performance of services to a developing country. This is often 

done to save costs as wage levels are low in many developing countries or to get 

access to special resources.  

5.2. Developing vs. developed countries 

The distinction between developing and developed countries is important to know 

for the further reading of the study, because offshore outsourcing is often done to 

developing countries The two explored economies Ghana and Vietnam as well as 

the comparative ones China and India rank among developing countries. 

According to the United Nations Conference of Trade and Development 

developing countries can be distinguished as least developed countries (LDCs), 

other low income countries, lower middle income countries and territories and 

upper middle income countries and territories. There are three characteristics that 

must be fulfilled to be considered as a least developed country:  

(1) The GNI (Gross National Income) per capita had to be at the lowest level in 

2010 (OECD, 2011),  

(2) Weak human assets are predominant regarding nutrition, health, school 

enrolment and adult literacy, and   

(3) The economy is vulnerable regarding instability of agricultural production, 

instability of exports of goods and services, diversification from traditional 

economic activities, merchandise export concentration, and economic smallness.  
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Further to be counted as an LDC the population is to be less than 75 million. 

These countries are at face to overcome poverty with more risk failure than others 

and therefore need more attention in the form of financial and technical support 

from the UN organisation than others (UNCTAD, 2005). To be considered as other 

low income countries the GNI per capita has to be less or equal US$ 1,005. For 

being a lower income country or territory the GNI per capita is stated to be 

between US$ 1,006 and US$ 3,975, and to be a country of upper middle income 

between US$ 3,976 and US$ 12,275 (OECD, 2011). The values have slightly 

changed over the years due to the OECD’s assessment. 

Examples for least developed countries are Burundi and Ethiopia, whereas 

Ghana, India, and Vietnam rank among the category of lower middle income 

countries. China is the only country in this thesis that is counted as a country of 

upper middle income (see Appendix A: DAC Lists of ODA Recipients for 

examples). 

Though not only the financial support is the most important, it is the aspect applied 

for differentiation of which country gets more or less money. 

5.3. Introducing the basis for measurement 

This subchapter primary focusses on the introduction for the model to measure the 

effects of outsourcing for developing countries. The basis for that forms the 

Granger causality model and their correlations introduced by Hsaio and Hsaio 

(2006). They examined the Granger causality relations between Gross Domestic 

Product (GDP), exports, and Foreign Direct Investment (FDI) among eight Asian 

developing countries. These three are widely used for looking at the economic 

statuses of nations. C. W. J. Granger (1969) developed this causality model which 

describes the relationship between two or more variables, when one of the 

variables causes another or others. That means for example that an increasing 

amount of FDI might influence the developing of the GDP, because FDI pushes 

the industry and service sector and the more products are manufactured and 

services are performed within a country. That creates more value which is added 

to the GDP, but before the correlations are explained in detail the meaning and the 

importance for economics of the triangle model are emphasised. 
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5.3.1. The Gross Domestic Product  

 

As the Gross Domestic Product (GDP) is used as one part of the triangle model to 

measure the dependence of outsourcing it is explained in the following 

subchapter. 

Weil (2009) explains the term GDP as “the measure of the value of all of the goods 

and services produced in a country in a year”, whereas Mankiw (2003) points out 

that it does not have to be a year but a given period of time. The goods and 

services include those which are produced by foreigners, who also work in the 

country. Furthermore the capital which is in the country, even if it is owned by 

foreigners, is also included (Siebert, 2002). The term GDP is often used to 

measure the performance of an economy. The measurement can be done either 

by viewing the total income of everyone in the economy or by summing up the 

total expenditure on the economy’s output of goods and services. No matter if the 

GDP is looked at from the first or the second view the term itself is important, 

because it concerns with people’s income (Mankiw, 2002). The key figure differs 

from gross national product (GNP), at which entry all final goods and services 

produced by resources owned by residents no matter if located within a country or 

elsewhere. The entry was used to measure the economic output until 1991 when it 

was replaced by the GDP (Encyclopaedia Britannica Inc., 2011). 

“The GDP is calculated at current prices and price-adjusted (deflation with 

previous year’s prices, changing every year and chain linking)” (Federal Statistical 

Office, Germany, 2011). 

Measuring the GDP across countries or even within a country over time for 

comparison comes along with problems. There are some aspects which are not 

considered by the GDP and further some conceptual and practical problems exist 

while comparing. Such a problem is the various currencies among countries. As 

currencies are often weak in developing countries the exchange rates are only 

estimated or converted instead of basing on the power purchasing parity (PPP). 

Another problem is often the missing reliable data, especially of developing 

countries (CIA.c), 2011). The GDP is still used to measure the standard of living, 

because even the existing gaps of comparison emphasise the differences in living 

standards across countries (Weil, 2009). 
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The term can be calculated in different ways by applying various approaches. 

Nevertheless, its schematic representation is ascribed to the Keynesian model of 

aggregate demand and supply: 

 

Y = C (Y) + I (Y, r) + F + X – M (Y, e). 

Figure 1: Universal formula of GDP 

Source: Hsaio and Hsaio (2006) 

 

Y = level of current real income, equivalent to the value of GDP 

C = Real consumption 

I = Real domestic investment 

F = Real FDI inflows 

X = Real exports 

M = Real imports 

r = interest rate 

e = exchange rate of foreign currency in term of the domestic currency (Hsaio and 

Hsaio, 2006). 

 

There are three different approaches to calculate the GDP: the demand approach, 

the production approach and the distribution approach. As the later given statistics 

information are the calculation sums only the demand approach is below shown. 

(The stated example is taken from the German Federal Statistical Office because 

of its data availability. It represents the GDP calculation of the year 2000, in bn. 

EUR.) 

 

The (demand) approach in practice: 

 

Final consumption expenditure of households   1,214.16 

    + Governmental final consumption expenditure      391.91 

    + Gross capital formation (incl. changes in inventories)     449.18 

    + Exports           688.39 

- Imports           681.14 

= Gross domestic product      2,062.50 

Figure 2: GDP - demand approach 

Source: Federal Statistical Office, Germany (2011) 



  Page 26 

 

 

By using this approach the value for final use of goods and services of 

households (private and governmental) are summed together, the gross capital 

formation is added and finally the balance of exports and imports is included. 

 

5.3.1.1. GDP per capita on PPP basis 

 

The GDP per capita figure indicates the purchasing power parity (PPP) basis. 

Complete purchasing power parity would be prevailing if the people of compared 

economies would be able to buy same goods for the same amount of money. It 

eliminates the different price levels of different economies (OECD). For the 

calculation the GDP is converted to international dollars using purchasing power 

parity rates. According to the World Bank Group (2011.f) the international dollar 

has the same purchasing power as the US$ has for the United States. The GDP 

per capita on PPP basis reflects the living standards of an economy than the GDP 

per capita. The GDP per capita is calculated by dividing the GDP through the total 

population and therefore living standards can hardly be compared with it. 

 

5.3.2. Foreign direct investment  

 

Foreign direct investment is the second key figure used later to measure to 

dependence of outsourcing. 

“Foreign direct investment is investment in the business of financial affairs of 

another country that involves a strong element of (potential or actual) direct control 

of these activities. An example would be the setting up of a subsidiary abroad by 

an existing company, as when Ford (UK) was created, and fully owned, by the US 

parent” (Auerbach, 1996). Foreign direct investment is counted to the category of 

net equity flows, but in contrast to portfolio investment it is intended to obtain a 

degree of control in a company (Wild et al., 2010).  

Outward and inward foreign investment (FDI) can be distinguished on the one 

side. Outward FDI is the rise of a foreign asset in the capital account of the 

payment balance whereas inward FDI means a rise of liabilities to overseas 

owners. Important to be mentioned is that FDI might lead towards a direct 
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involvement in the economic activities of a foreign nation, inwards or outwards. It 

is associated with the origin and steady growing significance of a transnational 

firm. Lowered trade barriers and agreements of tariffs and trade have made it 

easier to enter foreign markets and own companies overseas (Auerbach, 1996).  

On the other side horizontal and vertical FDI can be distinguished. The lowered 

trade frictions encouraged firms to replicate plants across national borders to gain 

a foothold in new markets. Meanwhile this is horizontal FDI vertical FDI occurs if a 

company fragments their production process by moving labour intensive stages to 

low wage countries and retaining the more capital intensive part of production in 

industrialised countries (Auerbach, 1996). Aizenman and Noy (2006) indicate that 

developing countries, which increase their productivity more than other countries, 

attract more foreign inward FDI and thus increase their international trade. Further 

effects of such FDI inflows and higher trade are the raising demand for skilled 

workers and thus an improved education system. A greater abundance of skilled 

workers in turn attracts more inward FDI. In fact Noorbakhsh et al. (2001) explored 

the link between human capital and FDI inflows to developing countries. FDI is 

very important for developing countries as it is at first a source of funding in the 

wake of debt crises. Further it is a source for acquiring needed skills, technology, 

organisational and managerial practises and access to markets. Developing 

countries received about 40% of global FDI inflows between 1994 and 1996. 

China as an example received 13% of the global FDI inflows (1993-1996) and was 

therefore the second largest recipient of FDI inflow behind the USA at that time.  

The overall net FDI inflows to developing countries have been increased over the 

years. Meanwhile they had a total value of 177 bn. US$ it reached the amount of 

470.8 bn. US$ in 2007 (World Bank, 2011.a). (For more detailed information see 

Appendix B: Net capital flows to developing countries.) 
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5.3.3. International trade – exports of goods and services 

 

The key figure of exports represents the total value of all goods and services 

produced within a country and provided to other countries of the world. Categories 

of those products and services are merchandise, freight, insurance, license fees, 

royalties and other services like communication, personal and government 

services. Excluded are compensations of employees and investment income and 

transfer payments. It is usually stated as percentage of GDP, but it is sometimes 

given as the total value in a currency (such as US$) (Federal Statistical Office, 

Germany, 2011; CIA, 2011). Exports are the last but not least key figure for 

measuring the dependence of outsourcing. 

 

5.4. Correlations between GDP, FDI and exports – th e Granger 

causalities 

Against the background of the explanation of the three key figures as the triangles 

for the Granger causality the correlations are explained in detail in the further 

course of this subchapter. 

Aizenman and Noy (2006) already pointed out that a growing literature has 

recognized the two-way effects and correlations of financial flows and trade for 

developing countries. They mentioned India’s recent trade history to exemplify the 

possible links between trade, FDI inflows and investment in human capital. 

Although there were already many engineers available in the 1970s and 1980s the 

demand for such highly skilled people was quite small in India. The development 

of the telecommunication systems and the internet reduced the cost of trade in 

information. That lowered the trade in services and the greater export of services 

from India has increased the supply of human capital and the attractiveness for 

FDI. 

The explored data provided by the International Monetary Fund’s International 

Financial Statistics (IFS) and the World Bank’s World Development Indicators 

(2011.c and .d) indicate that there is a positive and significant correlation between 

net private capital flows (FDI and portfolio investment) to emerging economies and 

their economic development and growth. Economic growth rates in return will 

entail further net private capital flows. In general foreign investment usually entails 
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the development of different capabilities as technology, knowledge and other 

spillover effects resulting in upgrading the local factors of production. According to 

the neoclassical growth model, which tries to explain long run economic growth, 

increasing external financing to countries of low financing capabilities has also 

positive output effects as well as higher economic growth through increasing 

competition. From this point of view they can be seen as a stimulant for economic 

growth (Obstfeld, 1994). Another point of view (Bhagwati, 1998) implies that 

external financing is not necessary, not even for developing countries. Developing 

countries would need to maintain full employment, macroeconomic stability and 

long-term return on investments to gain all benefits of external financing. That 

might be a challenge for some developing countries as they might not have the 

political or financial stability. External financing would hamper economic growth in 

the presence of these disturbances. Financial inflows to sectors with comparative 

disadvantages indict economic growth by harming resource allocation.  

However, Hsaio and Hsaio (2006) examined the Granger causality relations 

between GDP, exports, and FDI among eight Asian developing countries. C. W. J. 

Granger (1969) developed this causality model which describes the relationship 

between two or more variables, when one of the variables causes another or 

others. According to his definition one variable (Y) causes another (X) in the 

context of time, Yt => Xt, if Xt can better be predicted than if the all information 

apart from Yt is used. Other factors or even a series of factors besides Yt can also 

influence Xt, for instance, if present Xt is the result of past Xt. Whenever a 

causality relation is used linear dependence of the variables must be assumed in 

order to reach a form that can be tested. In addition to this assumption optimum 

predictors can usually not be used, unless all sets of series are equally distributed. 

Even if they would be equally distributed they were maybe nonlinear in 

complicated ways. Either depending on the individual relation to be explored GDP, 

FDI and exports can be X or Y. Hsaio and Hsaio (2006) found causality relations 

between GDP, exports and FDI for the group of examined Asian countries. “GDP 

causes exports and inward FDI also causes exports.” (Hsaio and Hsaio, 2006) If 

GDI and FDI influence exports (like in Figure 3) a set of variables influence 

another (exports). As described previously FDI and exports can be related to each 

other, in a positive as well as in a negative way. The amount of exports usually 
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rises with additional foreign financial inflow, because the investment may entail 

productivity growth. The so produced surplus will/can be exported. In contrast the 

relation of FDI and exports can also be negative. If the goods, for its production 

the investment was done, are manufactured and sold directly in the host country to 

save transportation costs, FDI might decrease exports.  

 

 

 

 

 

 

 

 

Figure 3: GDP and FDI influence exports 

    Source: Hsaio and Hsaio (2006) 

 

In general, as the GDP illustrates the value of all goods and services produced 

and performed within a year it can be assumed that the higher the GDP is the 

more can be exported. Developing countries do usually not have a high GDP. 

Therefore they may need to develop their own economic wealth besides exporting 

goods outsourced to their country for re-exporting. 

In general outsourcing usually comes along with the need of investment, because 

the needed facilities and/or demanded skills in the outsourced destination are 

often not available. As regularly only some part of the production or services is 

outsourced the produced goods are exported back to the home country for final 

assembling or further sale. Services can hardly be re-exported, but the usages of 

the outsourced services are consumed by customers inter alia from the home 

country of the original service. That is why Service outsourcing also entails the 

need of FDI, for example to build up the office and to train employees. Summed up 

it means that the growth in domestic products and the amount of inward FDI are 

key drivers for extending exports (Hsaio and Hsaio, 2006). 

Hsaio and Hsaio (2006) also figured out that exports as well as FDI cause GDP or 

rather GDP growth (see Figure 4).  
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Figure 4: FDI and exports influence GDP 

    Source: Hsaio and Hsaio (2006) 

 

Inward FDI boosts the development of the main requirements of GDP growth, as 

there are technology and infrastructure together with the required knowledge. The 

value of exports is part of the GDP value (see GDP calculation), which means that 

growing exports leads to GDP growth. 

The found bidirectional causalities between the economic indicators lead to the 

assumption that FDI is particularly important for GDP growth and an increasing 

amount of exports. Possible limitations for FDI are trade barriers or other policy 

implications which hinder foreign firms to acquire a certain share of a company. 

If trade barriers are lowered by developing countries foreign companies gain 

easier access to foreign markets with FDI. An increasing amount of foreign money 

by FDI supports the development and growth of an economy which itself leads to a 

growing GDP. Another limitation of the explained models is the exports. In general 

trade statistics of goods and services contain all exported goods and services not 

matter if they are repatriated or exported for direct sale. Further though inward FDI 

is crucial for developing countries, it is not the only aspect which supports 

economic development. Human capital, low wages, tax holidays, etc. should also 

be taken into consideration while looking for an offshore outsourcing location. 

To measure the dependence of outsourcing the data provided by different 

organisations will be explored with testing the hypothesis that developing countries 

to which is outsourced might become very dependent on outsourcing in their 

economic development if they only rely on the outsourcing sector and the 

accompanied foreign money.  
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Therefore the developments of the key figures are observed. FDI usually comes 

along with offshoring, meaning that the amount of repatriated goods should 

increase as a result. Increasing exports should entail the GDP growth. GDP 

growth may result in an advanced economic status of a country. Improved living 

standards may lead to further improvements of the economy, especially in private 

consumption. Only depending on outsourcing could be dangerous in case that FDI 

inflows decrease, the outsourced products are no longer demanded or firms move 

towards another country. The findings of the correlations will be used to measure 

the dependence on outsourcing of developing countries.  

Nonetheless, general effects of outsourcing and offshoring have not been an 

aspect of this study so far. That is why the following sections clarify the effects of 

outsourcing for developed countries, because these have been the main focus of 

several publications. Further the following sections show that outsourcing has 

impacts on the economies of both sides, on the contractee’s and the contractor’s.  

In contrast to the impacts for developing countries the impacts for developed 

countries have been already much investigated. According to the research 

question the research focus of this study relies on developing countries the 

overview of the impacts of outsourcing for developed countries completes the 

topic. 

 

5.5. General effects on labour markets  

As mentioned before outsourcing and also offshoring have been the topic of an 

increasing number of researches and other publications. One result might be that 

even more people are employed after having offshored than before, though the 

additional jobs might be of a different type. Besides the direct effects on 

employment offshoring can also have indirect effects on employment. As an effect 

of offshoring to lower wage areas the outsourcing company might be able to offer 

products and/or services at lower prices. That may lead to expanded business 

activities and further employment. Lower consumer prices increase people’s net 

income and some part of the saved money may be spent on more consumption. 

An increased demand might lead to more expansion which itself in turn might 

increase overall employment. (Görg, 2011) 
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Although effects of offshoring exist a precise prediction of the direct labour market 

cannot be made. According to Görg (2011) the net-employment effects of 

offshoring differ across countries and likely across workers and occupations. 

Workers with tradable occupations, like a computer programmer, would rather lose 

their job than others with occupations, which are not so tradable. Mr. N. 

Krishnakumar, the CEO and Managing Director of MindTree Consulting and the 

Chairperson of Emerging Companies Forum, NASSCOM (National Association of 

Software and Service Companies), anticipated in an interview regarding the future 

development of outsourcing in India (Raghuram, 2009) that every transaction, 

which can be digitised, could potentially be outsourced, because distance has 

become unimportant in the digitalised world. He gave the example that if a 

digitised US-credit card application can be performed in the Philippines for half of 

the cost but with a 30% higher quality it would not make sense to leave the 

process domestic. Nevertheless, Krishnakumar did not only see advantages in 

outsourcing. He replied the question about the challenges for the future in the 

Indian outsourcing sector that the biggest challenge is to find the people with the 

right and needed skills. Teaching is not as lucrative as in other countries and 

therefore people take other employment opportunities. Hence, the outsourcing 

sector in India has been trying to develop the educational system in order to close 

the gap of 175,000 graduating engineers and those of them who are ready to work 

in the industry (28%). Another challenge for the future in India being mentioned in 

the interview is the lack of infrastructure such as paved roads and airports. This is 

a prerequisite for further industry expansions and it is not only a problem of India 

but also of other countries in which have been outsourced (see chapter 7). 

 

5.6. Economic benefits of offshoring 

According to Youngdahl et al. (2010) offshoring has had several impacts on the 

economy to which is outsourced. First and main aspect for outsourcing is still cost 

saving in labour as well as other less extensive inputs like land (Bahrami, 2009). 

Large economies like China and India can be taken as examples for rapid 

economic development and growth, maybe as a result of being attractive for 

offshoring. The onset of the direct investment flow made the younger generation to 

improve their own knowledge level with which they opened new perspectives for 
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job searching for themselves (Youngdahl et al., 2010). As a result of the economic 

and educational development offshore operations have easily been moved from 

step one to two, from people-based/ customer contact services towards IT 

services. A further change towards BPO lacked the requisite skills of the potential 

employees. Some companies tried to overcome these problems. They moved 

those functions and operations from India to China to overcome the lack of 

required skills, but that has often ended in frustration because of the repeated 

need of educational development. Modern services and knowledge activities need 

cognitive skills which require a higher level of formal education. Higher education 

levels increase people’s independence and reduce constraints on human choice 

(Youngdahl et al., 2010). According to Friedman (2007) the rise of emerging 

markets by offshoring as a key driver fastens the overall economic growth 

including educational development. 

Economic benefits of offshoring can be off different nature. The US market is 

taken as an example. Value is created for the US economy by offshoring in four 

ways: 

1. Cost savings: US companies save 58 cents for spending one dollar on 

moving a business service offshore. 

2. New revenues:  Estimations say that for every dollar spent for moving 

service offshore suppliers buy additional service with five cents worth of 

goods and service in the USA. 

3. Repatriated earnings: The authors (Agrawal and Farrell) point out that 

many Indian offshore service providers are US companies repatriating 

earnings. Such companies generate 30% of the revenues of the Indian 

offshore industry. That means additional four cents of value are created for 

the US economy with every dollar spent on offshoring. 

4. Redeployed labour: The capital which is saved by moving jobs and 

services offshore can be invested into creating new jobs. (Agrawal and 

Farrell, 2003) 

In other words the US economy is able to benefit from moving some part of the 

production/services overseas. Improved productivity, efficiency, effectiveness and 

faster time to markets are some additional benefits beside cost savings and input 

access. Jobs are shifted to that specific location where they are performed at best. 

By moving operations offshore with cost advantages companies are able to 
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differentiate their products. A result may be a stronger and more sustainable 

market position. Large economies like India benefit from the large extent of 

outsourcing. The need for special skilled employees reduces the unemployment 

rate in the short run. Education systems are improved in the long run, because 

some foreign companies even financially support university education to receive 

graduates with the demanded skills (Bahrami, 2009). 

Summarized offshoring means prospective development for a country, depending 

on its individual economic performance. The fear of losing jobs can be calmed 

down, because statistics show that workers who lost their jobs off offshoring 

usually find another soon. Nevertheless, although most of them are reemployed 

many take lower paid jobs than before. However, non-offshoring would make the 

US economy less competitive and means not using the chance to increase the 

economy’s productivity. (Agrawal and Farrell, 2003) As offshoring has become a 

part of many companies’ business strategies it fundamentally affects their value 

chains. Lower production and service costs reduce consumer prices that increases 

demands and higher demands stimulate the economy and make it more 

competitive compared to others. It also increases international trade and the 

overall purchasing power (Garner, 2004). 

 

5.7. Negative economic impacts 

Many benefits of outsourcing offshore have been stated and explained in the last 

subchapter. Beside there are some negative aspects which should not be left 

outside. When jobs are moved overseas job losses, white- as well as blue-collar, 

are increased in the outsourcing economy. Workers who lost their jobs might have 

to relocate to other states or countries or even have to move to other industries to 

find a new job. Retraining and/or retooling are often also necessary for finding a 

new job. To achieve the needed skills may be difficult for low skilled workers, less 

educated or older workers. In addition those workers, in order to get hired again, 

often lose more than 30 percent of their former earnings. According to Barahmi 

(2009) outsourcing often forces workers to frequently career changes for 

remaining employed in the global marketplace. The demand for workers and 

employees with special skills is rising and those, who fulfil the requirements, earn 

more whereas others, who do not have the skills, have to face lower salaries. That 
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widens the spread of wages in an economy. It has often been declared caused by 

offshoring service and manufacturing jobs to lower cost countries. The apparent 

decline in real wages is said to result of the job shifting within a country towards 

high-skilled and –educated jobs. The shrinking manufacturing sector is the result 

of the increasing integration of an economy in the global world. Other economists 

argue that the current extent of outsourcing offshore apparent in the USA is still 

too small in relation to the workforce of the USA to be reasoned for the wage 

changes. The mixture of multiple factors such as technological change, increasing 

foreign direct investments towards developing countries, and job shifting towards 

lower-wage countries have contributed to the dramatic increased gap between 

high and low skilled workers. The lower wages of less skilled workers affect their 

standard of living and might lead to a decreasing consumption of private goods 

and services which leads to an interrupted economic development. Furthermore, 

outsourcing opponents accentuate that companies would risk losing their core 

competences if they move even design and engineering functions overseas. It 

may lead to losing property rights because of the global lack of enforcement and 

law. Other researchers argue that companies may benefit from outsourcing in the 

short run, but companies should protect their knowledge assets. According to 

Raynor (2003) real competitiveness comes from maximizing knowledge and 

leveraging ideas instead of focussing on cutting labour costs. The long run costs of 

outsourcing may be higher than estimated. Skilled high-tech jobs are moved 

abroad and the outsourcing economies lose their own ability to perform such 

operations. Economies of developed countries may no longer be able to lead or 

dominate the next wave of innovation and invention which declines the economy’s 

productivity and leads to a loss of competitiveness and highly paid jobs. The 

advantages of outsourcing may be lower than estimated if that happens. Another, 

often negative aspect of outsourcing is global pollution. As developing countries 

often lack appropriate regulations which avoid pollution. Companies sometimes 

outsource to those countries because of the specific lack. They are able to save 

money by shifting special operations which performance would cause much 

money, if it was done domestically, towards such countries. Those countries may 

even fear strengthening their environmental policies. They may worry of losing 

attractiveness for outsourcing and competitiveness compared to other economies. 

If economy’s growth and development benefit from outsourcing the level of 
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pollution and the need of its regulation would probably increase. Researchers are 

not sure yet whether outsourcing leads to increased global pollution or not, 

because some economists state that outsourcing positively affects environmental 

policies of developing countries (Bardhan and Kroll, 2003). 

 

5.8. Chapter outline: Analytical framework and mode ls to 

analyse 

This chapter begins with the explanations of the terms onshore outsourcing and 

offshore outsourcing as there are various ones. In general business functions of 

almost every kind can be performed either domestically or overseas. The term 

offshoring is applied if jobs are shifted to another country whereas outsourcing can 

be done within a country by contracting a part of the production or service portfolio 

to another company. By outsourcing or offshoring a company may concentrate on 

their core competences. Nevertheless, offshoring has also significant impacts on 

economies. The distinction section also gives an overview about the history as 

well as the current status quo of outsourcing. It started to be considered as a real 

business strategy in the 1980s when mainly non-core business functions were 

outsourced. “Focus on your core competence, and outsource the rest” was one of 

the often used quotes during that time. Companies were seeking more for special 

resources across national borders than only for cutting operational costs. Over the 

millennium outsourcing as well as offshoring became so common that not doing so 

became an exemption. Estimations about the amount of offshoring state that more 

than four million jobs will be moved abroad until 2015 and additional 14 million 

others are at risk of shifted overseas. 

The distinction between developing and developed countries is given to clarify for 

which type of countries the research is done. The later on used model to analyse 

the dependence is explained. It contains the terms GDP, FDI and exports and was 

introduced first by C.W.J. Granger in 1969. The GDP is often used to measure the 

impacts on economies, because it reflects the value of all goods and services 

produced in a country within a given time period. It is also an indicator for 

comparing living standards across countries. An increasing flow of inward FDI 

comes along with offshoring, because companies usually have to invest into the 

country to which it is outsourced to get the jobs performed. The amount of exports 
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may also be increased by FDI as only some part of the production or services are 

offshored and needed to be moved back to the home country for further usage. 

With the help of this model the two developing countries Ghana and Vietnam are 

examined for their dependence of outsourcing later in this study. 

During the preceding chapter the economic impacts are covered. As products and 

services are performed in lower wage areas as a result of offshoring the products 

and services can be offered at lower prices. The saved money might be spent for 

other consumption which leads to rising demands. Production and service 

portfolios will be expanded. As expansion requires hiring more people the overall 

employment rate increases. Other benefits of outsourcing are the improved 

education systems in developing countries. Nonetheless, outsourcing also has 

negative aspects. Workers, who lost their jobs because of job shifting, often lose 

large percentages, up to 30 percent, of their former earnings in their new jobs.  
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6. Analytical framework - Introduction of the explo red 
countries 

As described in the chapters before offshoring has several effects on economies. 

Whereas the main focus has been to explore the impacts for developed countries, 

this chapter deals with the some criteria for sourcing from developing countries. 

How dependent are developing countries of a rising significance of outsourcing? 

Oke et al. (2009) claim that there are already many articles about choosing the 

right supplier in general but only a few about choosing the right suppliers amongst 

developing countries. Further studies about important selection criteria do not 

exist, though general reasons for outsourcing have already been explored. The 

outsourcing trend towards developing countries may lead to economic 

development and growth. It also increases the competition among these countries 

to be a more attractive destination. Meanwhile cost, quality, delivery and 

production facilities and capacity have been stated as the four main considered 

aspects for choosing the right supplier in the first place, the supplier capability to 

handle the outsourced part of production as well as the potential for a long-term 

cooperation are considered aspects in the second place. The only focus on cost 

might end up in choosing the wrong supplier in the wrong country which in turn 

reduces the company’s competitiveness. The mismatch between contractor and 

supplier may lead to contracts with another supplier that might even be in another 

country. This would lead to job losses in the developing countries again, but as the 

economic growth might have progressed the countries may be able to compensate 

the job loss and do not have to face significant back steps in its development.  

As there exist already many investigations and publications about the most 

attractive offshoring countries China and India the chosen countries in this thesis 

are Ghana and Vietnam. Both countries are considered as lower middle income 

countries (see chapter 6 and Appendix A: DAC List of ODA Recipients). The two 

economies are introduced within the next paragraphs to get an overview about the 

country’s economic situation as well as their current attractiveness as offshore 

locations. Before Ghana and Vietnam are described in detail the Global Services 

Location Index by A.T. Kearney is introduced. It mirrors the current attractiveness 

of several countries and provides some reasons why India and China are such 

attractive for outsourcing. Further it can be assumed that the prevailing 
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circumstances reason that India and China have such strong outsourcing sector. It 

also reasons why these two are chosen for comparing them with Ghana and 

Vietnam. All of the countries are developing ones but are of total economic 

statuses. The general overview also supports that Vietnam and Ghana have not 

such attractiveness for outsourcing. 

 

6.1. Attractiveness as offshore locations 

Some countries are attractive for outsourcing and others not. Under the head of 

A.T. Kearney, Inc., one of the biggest management consulting firms worldwide, 

Peterson et al (2011) have published a Global Services Location Index TM every 

second year since 2004. An increasing number of countries (50 countries in 2011) 

are explored for their attractiveness as an offshore service location. “The chosen 

countries are selected on the basis of corporate input, current remote services 

activity, and government initiatives to promote the sector” (Peterson et al, 2011). In 

general the parts of the value chain, which are offshored and performed across 

borders, have been extended and exceeded the expectations of the first report of 

2003. The countries’ potential in financial attractiveness, people skills and 

availability, and business environment are explored (see Figure 5). The weight 

distribution for the three categories is 40:30:30, which means that financial 

attractiveness is measured on a scale from zero to four, meanwhile people skills 

and availability, and business environment are rated from zero to three due their 

importance for location decisions (A.T. Kearney, Inc., 2004 and Appendix C: Index 

metrics for the Global Services Location for further details of the measurement). 

The consulting firm also reported their general impressions on the offshoring 

process. “[…] emerging markets have become manufacturing powerhouses” (A.T. 

Kearney, 2011) and they expect the same for the services sector. The relative 

balance of service production will change among markets of different development 

level due to the relatively young labour pool in developing countries like India. 

Those countries are in a good position to take over the services production of 

developed markets with a shrinking number of workforces.  
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Global Services Location Index TM, 2011 

 
Figure 5: Location Index, 2011 

Source: A.T. Kearney Global Services Location Index TM (2011) 
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The 2011 rankings are compared with the ones of 2009 in order to overview the 

changes due to the financial crisis (see Figure 6). The top three countries India, 

China and Malaysia have stayed in place during the turmoil as they have done 

since the index was first published in 2004 (see www.atkearney.com for the 2004 

and other annual reports). In general Asian states score seven of the top 10 ranks 

(India, China and Malaysia as top three; Indonesia, 5th; Thailand, 7th; Vietnam, 8th, 

and the Philippines, 9th). Although their rankings are close to each other, they are 

of significant diversity. India offers manpower for all types of offshoring activities. 

The strength of the Philippines is their tradition of providing callcenter support. 

China is known for their competitively priced high-end analytics and engineering, 

whereas IT services offshoring are mostly attracted by Malaysia. Investors were 

concerned about language capabilities and the lack of intellectual property rights in 

China during the first years and invested less than to other locations. Further the 

service sector was underdeveloped as the country strongly focussed on increasing 

their manufacturing sector. When the service sector was more included in the 

development process China’s BPO centers became valuable options. China is 

now working on improvements of their R&D capabilities as an addition to its 

manufacturing capabilities. Manufacturing with the on-going establishment of R&D 

technology creates a new type of offshoring possibility, called knowledge process 

outsourcing (KPO). Indonesia, Vietnam and Thailand only score high in the index 

because of their pools of talent and their competitive wages. In particular Vietnam 

is rated in 8th place because of its financial attractiveness. Indonesia and Thailand 

scored high in the index but they are not well known as offshore locations. 

Although there is large potential available due to the large labour pools and low 

wages there is no thriving industry sector. Further English as a foreign language 

was not taught in the past, meanwhile English has been historically taught in the 

Philippines because of their ties to the USA. Other challenges of those countries 

are the unsteady financial markets and the governments which support different 

industry sectors with their little money. 
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Change in rankings 2011/2009 

 
Figure 6: Change in rankings 2011/2009 

Source: A.T. Kearney Global Services Location Index TM (2011) 

 

According to the change in rankings (see Figure 6) the Baltic States (author’s note: 

Estonia, Latvia and Lithuania) are ranked remarkably different; Latvia (27th in 

2009) is now rated in 13th place. The financial crisis hurt these countries more than 

other, but instead of currency devaluations the governments and private sectors 

decided to cut wages by an average of 35% and reduced their expenditures. Due 

to lower costs the countries have become more competitive which has moved 

them to higher rankings.  
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6.1.1. Economic growth in China and India 

 

This subchapter deals with the economic development of India and China as they 

scored top ranks in Peterson’s (2011) Global Services Location Index TM. Both 

countries have experienced an enormous economic growth over the recent years. 

Storrie (2007) questions whether the countries would be able to continue the 

development and starts to answer the question by examining the sources of the 

recent growth. Figure 7 shows the sources in terms of a greater use of the factors 

of production as the economic growth is reasoned with the improvements in total 

factor productivity. The factors of production are used in a more productive way. 

The figure shows that China’s industrial performance has grown by 11% per year. 

Output per worker rose by 9.8% meanwhile just 1.2% additional workers were 

hired. 6.2% of the growth was due to a rise of factor productivity.  

India’s industrial growth was lower (6.4%) in which the factor productivity rose only 

1.1%. The growth rates of the service sector were similar, though China’s factor 

productivity contributed only 0.9% whereas India’s rose by 3.9%. 

Storrie (2007) cited Bosworth and Collins (2007) and states that both economies 

should be able to sustain their growth. The argument was supported with the fact 

that both nations still have reserves of underused labour. Only India has to face 

the challenge of developing its education system to achieve higher attainment 

rates. Further both economies have high private rates of savings which can be 

used for development. The overall economic growth is said to be dependent on 

the integration in the globalised markets. That is especially true for India. The 

country needs to broaden its trade activities beyond the current focus on services 

to open up opportunities for undereducated and underemployed workers. In 

contrast China’s challenge is to integrate more people, especially of the 

countryside, in the export economy.  
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Sources for economic growth of China and India 

 
Figure 7: Economic growth of China and India 

Source: Bosworth and Collins (2007) 
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6.2. Ghana 

The first of the chosen investigated countries in this thesis is Ghana. The country’s 

conventional long firm is Republic of Ghana. It is situated in Western Africa at the 

Gulf of Guinea with the neighbourhood countries Cote d’Ivoire, Burkina Faso and 

Togo. Comparing the nation’s growth the CIA states that Ghana with its 238,533 

sq km is a bit smaller than the US-state Oregon (CIA.a), 2011). It is a developing 

country, but due to the distinction of the OECD (2009 and 2011) it achieved a 

certain degree of economic wealth. Its per capita GNI in 2009 ranked it as a low 

income country whereas the statistics of 2011 states it as a country of lower 

middle income country. 

Regarding the political situation Ghana became an independent state in 1957 

(from the UK) with a constitutional democracy with elections every four years. 

Today’s head of state is John Atta Mills who won elections in 2008. 

As the citizens of a nation are the basis for the economic situation and 

development they are mentioned as well. The CIA estimates the total population in 

2011 as being 24.79 million of whom 60% are between 15-64 years old. AIDS is a 

wide spread disease the citizens have to struggle with. The estimated population 

number considers the effects of the disease like lower life expectancy, higher 

infant mortality, higher death rates, and lower population growth rates.  

Estimated 10.56 million people of Ghana belong to the labour force. The 

unemployment rate is 11% (estimation of 2000). 

The literacy rate is defined as being able to read and write at the age of 15 and 

older. In Ghana 57.9% of the total population are able to do so although school life 

expectancy is ten years in total. There are several languages existing alongside 

with each other, but English is the only official language.   

Ghana is well equipped with natural resources like gold, timber, diamonds, and 

bauxite. The service sector claims for 40% of the GDP meanwhile the agricultural 

sector accounts for 1/3 of the GDP. Oil production is expected to boost the 

country’s economic growth. The economy also benefits from the Multilateral Debt 

Relief Initiative of 2006. Further on-going developments are a Poverty Reduction 

and Growth Facility with the IMF (International Monetary Fund) which includes the 

areas of macroeconomic stability, private sector competitiveness, human resource 

development, and good governance and civic responsibility. Additionally president 
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Mills takes main concerns on decreasing inflation rates and account and budget 

deficits.  

 

Main export partners: Netherlands, UK, France, Ukraine 

Main import partners: China, Nigeria, USA, Cote d’Ivoire, France, UK 

 

General infrastructure: 

Ghana has eleven airports from which seven have paved runways, a total railway 

length of 947 km, the roadways are 62,221 km in total (paved are only 9,955 km), 

and 1,293 km of waterways and one port in Takoradi, Tema. 

 

Other: 

Ghana has a widespread problem with crime and money laundry although the 

financial system has not been well developed yet.  

 

(All country information provided by the CIA.a), 2011, if not otherwise stated) 

 

6.2.1. Offshoring to Ghana 

 

According to Peterson et al. (2011) Ghana scored rank 27 of the 50 explored 

countries included in the Global Services Location Index. In comparison with 2009 

the nation lost twelve places in the ranking (see Figures 6 and 7). The overall 

assessment is divided into the three categories financial attractiveness, people 

skills and availability, and business environment (see Figures 9, 10 and 11). Each 

country’s scores are weighted on relative scores of 43 measurements (see 

Appendix C: Index metrics for the Global Services Location Index for detailed 

information). Ghana scored fifth rank in 2011’s financial attractiveness, 50th 

(meaning last of the explored countries) in people skills and availability, and 37th in 

business environment.  
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Financial attractiveness scores, 2011 

 
Figure 8: Financial attractiveness scores 

Source: A.T. Kearney Global Services Location Index TM, 2011 

 

Remark for figures 8, 9 and 10:  A.T. Kearney does not show values below 0.20 due to space constraints. 
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People skills and availability scores, 2011 

 
Figure 9: People skills and availability scores 

Source: A.T. Kearney Global Services Location Index TM, 2011 
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Business environment, 2011 

 
Figure 10: Business environment 

Source: A.T. Kearney Global Services Location Index TM, 2011 

 

In the context of the business environment the World Bank Group (2011.c. and .d) 

published country reports of doing business of 183 countries. These reports are 

dealing with ten different topics: starting a business, dealing with construction 

permits, getting electricity, registering property, getting credit, protecting investors, 

paying taxes, trading across borders, enforcing contracts and resolving insolvency. 

As these topics only cover the business environment the possible conclusions are 

limited. Other factors also should be considered for an overall assessment of the 
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economy. Nonetheless, the ranking is quite useful for policy makers, because the 

countries are compared with each other. However, Ghana scored 63th rank in 

2012 (see Figure 11) and was also the highest ranked economy of the examined 

Sub-Saharan African countries. 

 

Ease of doing business in Ghana 

 

 
Figure 11: Ease of doing business in Ghana 

Source: World Bank Group (2011.d) 

 

More detail of the ranking can be seen in Figure 12, which illustrates the individual 

rankings of each observed category. 
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Ghana’s ranking in the ten categories  

 
Figure 12: Ghana's ranking in the categories 

Source: World Bank Group (2011.d) 

 

Getting an overview of the data of 2011 is only a snapshot and does not tell 

something about the recent development and changes. Therefore the next figure 

(No. 13) provides information about the development over the past six years, by 

comparing the years 2005 and 2011. The World Bank used the measure distance 

to frontier for the illustration. The frontier is a synthetic measure based on the most 

efficient practice or highest score each indicator has reached. In means, the 

frontier is the position where the particular economy was in 2005 and the distance 

reflects the change in percentage points, positive or negative, to 2011.  
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Distance to frontier, 2005 and 2011 

 
Figure 13: Distance to frontier (Ghana) 

Source: World Bank Group (2011.d) 

 

Most observed indicators have made positive developments, e.g. starting a 

business took 22 days in 2005 and has nearly been halved (12 days) until 2011. 

The cost for starting the business in percent of income per capita decreased from 

62 (2005) to 11.9 (2011) (World Bank, 2011.d). 

Ghana’s 63th place in the doing business ranking and its other economic 

circumstances reflect the assessment shown in the Global Services Location 

Index TM. It also shows that Ghana’s ranked the highest place of the Sub-Saharan 

countries. Further it is already an attractive country for offshoring because of its 

financial attractiveness. In addition the development of the business environment 

shows that Ghana is working on its economic status. 

Nonetheless, the changes only indicate developments, because shifts in rankings 

can be caused by different reasons such as reforms in other economies.  
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6.3. Vietnam 

The Socialist Republic of Vietnam is chosen in this thesis to be the second country 

regarding the investigation of the dependence of outsourcing and offshoring. 

The nation is independent from France since 1945 and is divided into the 

Communist North and the anti-Communist South. It is located in south eastern 

Asia at the Gulf of Thailand and the South China Sea. Neighbourhood countries 

are China, Laos and Cambodia. Although peace is prevailing the country 

experienced low economic growth rates because of conservative leadership 

policies, persecution and mass exodus of individuals and growing international 

isolation. The official language is Vietnamese, but English is increasingly favoured 

as a second language. Further foreign languages are French and Chinese. 

Vietnam’s total population is estimated to be 90.55 million in 2011; a little less than 

70% are between 15 and 64 years old. 94% of the citizens at the age of 15 and 

older are able to read and write. The labour force counts for 47.37 million people 

whereas the unemployment rate was only 4.4% in 2010 (estimated). 

Vietnam is considered as a developing country (according to the OECD, 2011, a 

county of lower middle income) which has to face several problems: there are the 

ravages of the war, the loss of the money support from the Soviet Bloc, and the 

rigidities of a centrally-planned economy. Further significant problems are the lack 

of a good working school system and as a result a shortage of highly skilled and 

well trained employees. Although Vietnam’s economy is still dominated by state-

owned companies the government committed to change the economic situation 

towards more trade liberalisation within and outside the country. State-owned 

enterprises produce about 40% of the GDP. Further problems are the 

undercapitalized banking sector, one of the region’s highest inflation rate (11.8% in 

2010), and high borrowing costs. The high inflation rate was caused by the strong 

growth-oriented policies. Vietnam, already densely-populated, has to face a 

growing labour-force of more than one million a year, but at the same time poverty 

is lowering. Although the economy is already export-driven the trade deficit 

remains high. The government considers even administrative measures to limit the 

deficit. The trade imbalance affected the dong, Vietnam’s currency, to a continuing 

decline. That led the government to devaluate the currency by 20% in 2008. 
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General infrastructure: 

Vietnam has 44 airports in total from which 37 have paved runways. The railways 

include 2,347 km; the roadways are 171,392 km long. It has further 17,702 km of 

waterways with six ports in Cham Pha Port, Da Nang, Hai Phong, Ho Chi Minh 

City, Phu My, and Quy Nhon. 

The nation is putting much effort into the modernisation and expansion of the 

telecommunications systems. The access to satellite TV is limited due to 

governmental policies and the overall broadcast media is controlled by the Ministry 

of Information and Communication. 

 

Other: 

The CIA emphasizes that there is a transportation risk in Vietnam on the 

waterways. Ships and commercial vessels have been attacked and hijacked and 

its crews are often murdered or cast adrift. Further Cambodia accuses Vietnam for 

illicit cross-border activities. The country also has a problem with human rights. 

Although a five-year plan of improvement was developed the lack of prosecution is 

still on a high level. 

 

(All country information provided by the CIA.b, 2011) 

 

6.3.1. Offshoring to Vietnam 

 

According to Peterson’s (2011) publication about the 50 most attractive countries 

for offshoring Vietnam scored eighth rank (see Figure 6). The country rose up two 

places in comparison with 2009 (see Figure 7). In detail Vietnam leads the scores 

of financial attractiveness due to low average wages and low other compensation 

costs (see Figure 9). The country’s score (rank 27) in people skills and availability 

reflects the shortage of educated and experienced employees (see Figure 10). 

Vietnam also scored one of the rear seats in business environment (see Figure 

11). It has to face several problems concerning the business environment like the 

rigidities of a centrally-planned economy and further lack of intellectual property 

rights. 
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Ease of doing business in Vietnam 

 
Figure 14: Ease of doing business in Vietnam 

Source: World Bank Group (2011.c) 

 

According to the World Bank’s study (2011.c and .d) regarding the ease of doing 

business Vietnam scored rank 98 out of 183 included countries. Figure 14 

illustrates that Vietnam scored better than other countries of East Asia and the 

Pacific, but it is still beyond the average ranking of the region.  
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Vietnam’s ranking in the ten categories 

 
Figure 15: Vietnam's ranking in the ten categories 

Source: World Bank (2012.c) 

  

Figure 15 shows the economy’s ranking in the ten explored categories included in 

the World Bank study. The figure illustrates where the nation’s starting points for 

improvements are. The country ranked some rear places, especially in protecting 

investors and paying taxes. 

The country’s development over the past years in the observed categories can be 

seen in figure 16. By looking at the figure it can be seen that the country has made 

either very small developments, none or even back steps in six of the ten 

categories. 
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Distance to frontier, 2005 and 2011 

 
Figure 16: Distance to frontier (Vietnam) 

Source: World Bank (2012.c) 

 

Although the nation is already attractive for outsourcing there is huge potential in 

many areas for economic improvements. 

The next table (No. 1) shows the key figures by which the measurement of 

outsourcing dependence will be done in the next chapter. The terms of Ghana and 

Vietnam as well as those of China and India are included. 

The GDP’s of the countries show that they are at total different levels. Different 

reasons are their different economic statuses and/or the number of population. 

Surprisingly, the GDP per capita terms of Ghana, Vietnam and India are quite 

similar in contrast to China’s. 
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Key figures of the explored economies plus China an d India for comparison  

 

 Vietnam Ghana China India 

GDP, current 

prices (2009) 
97.2 bn. US$ 26.2 bn. US$ 

4,985.5 bn. 

US$ 

1,377.3 bn. 

US$ 

GDP – annual 

change, 

constant 

prices (2009) 

5.3% 4.7% 9.1% 9.1% 

GDP – per 

capita, 

current 

prices (2009) 

1,113 US$ 1,098 US$ 3,744 US$ 1,192US$ 

Inflation rate  

(annual 

change of 

CPI), (2009) 

7.1% 19.3% -0.7% 10.9% 

Foreign 

direct 

Investment, 

net inflows 

(2009) 

7.6 bn. US$ 1.68 bn. US$ 78.19 bn. US$ 34.57 bn. US$ 

Export of 

goods and 

services, 

total (2009) 

66.3 bn. US$ 7.9 bn. US$ 1.3 tr. US$ 269.7 bn. US$ 

Table 1: Key figures of the economies 

Source: The table is based on information of the World Bank (2011.a and .b) 
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6.4.  Chapter outline: Offshoring to Ghana and Viet nam 

There are already many studies about outsourcing and its general reasons but 

only a few from the point of view of the developing countries. A.T. Kearney’s every 

second year published report connects the well-known-for-outsourcing-countries 

China and India with possible reasons. With this reports at hand Ghana and 

Vietnam are introduced as the two countries for examination of this study. The key 

figures show that both are far behind China’s and India’s, two of the known 

countries of recent rapid economic growth and for being attractive as outsourcing 

locations. 

 

7. Outsourcing effects – The analysis 

As described before outsourcing has several significant impacts on economies. 

According to the Granger causality model Ghana and Vietnam, introduced in the 

previous chapter, are examined on the key figures GDP, GDP per capita, FDI, 

exports, and their correlations in order to measure the dependence of outsourcing. 

The correlations of the terms as introduced and explained in the analytical 

framework are used to observe the impacts each factor might has had on another 

or others. India and China are included in the analysis for comparison.  

The collected data provided by the supranational organisations are first stated and 

then illustrated, starting with an overview about the development of the three 

edges of Hsaio and Hsaio’s (2006) model, GDP, FDI and exports from 1981 until 

2010 (available data provided by the World Bank, 2011 can be dated back these 

30 years). Next step of the measurement process is the cross examination of the 

key figures, because Hsaio and Hsaio’s found out correlations of the key figures. 

Due to the model the explored correlations are exports in relation to GDP and FDI 

and FDI in relation to GDP. 

7.1. Gross domestic product (GDP) 

The development of the key figure for nearly 30 years is provided in table no.2. 

Data for Vietnam was not available for the years 1981 till 1984. Figure no. 17 

illustrates the data.  
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Gross Domestic Product, 1981 - 2010  

Table 2: Gross Domestic Product, 1981 – 2010 (in US D) 

Source: World Bank Group (2011.a) 

The given information is transferred from local into US$ by using official exchange rates. In case that these rates do not reflect the rate which is applied for exchanging transaction, 

the World Bank uses an alternative factor (World Bank, 2011.a and .b). 
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Illustration of GDP development, 1981 - 2010 

 
Figure 17: Gross Domestic Product, 1981 – 2010 

Source: Developed on the basis of the World Bank Group Data (2011)



  Page 63 

 

 

7.2. GDP – per capita on PPP basis 

 

Vietnam Ghana China India
GDP, current 
prices (2009),     
in US$

97,146,622,928 26,169,336,384 4,991,256,222,548 1,380,640,843,779

Population (2009) 87,279,754 23,837,261 1,331,460,000 1,155,347,678

GDP - per capita, 
in US$

1,113 1,098 3,749 1,195

GDP - per capita 
at PPP, in 
international $

2,982 1,546 6,803 3,281

 
Table 3: GDP - per capita 

Source: World Bank Group (2011.e) 
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GDP per capita at PPP (Power Purchasing Parity), 19 81 - 2010 

1981 1982 1983 1984 1985 1986 1987 1988

China 284 324 368 434 501 549 621 703

Ghana 485 464 444 484 507 530 555 591

India 484 520 568 599 636 667 699 776

Vietnam N/A N/A N/A N/A 494 508 528 561

1989 1990 1991 1992 1993 1994 1995 1996

China 748 794 885 1.019 1.174 1.339 1.503 1.665

Ghana 627 655 693 714 744 763 791 822

India 836 897 919 972 1.021 1.092 1.180 1.270

Vietnam 610 653 702 765 831 907 1.000 1.096

1997 1998 1999 2000 2001 2002 2003 2004

China 1.836 1.988 2.152 2.364 2.600 2.863 3.197 3.599

Ghana 852 883 914 946 982 1.018 1.067 1.131

India 1.323 1.401 1.500 1.568 1.660 1.724 1.880 2.064

Vietnam 1.189 1.256 1.315 1.416 1.528 1.644 1.782 1.951

2005 2006 2007 2008 2009 2010

China 4.115 4.761 5.568 6.204 6.803 7.536

Ghana 1.208 1.295 1.386 1.499 1.546 1.625

India 2.300 2.559 2.854 3.020 3.281 3.586

Vietnam 2.161 2.389 2.638 2.835 2.982 3.181  
Table 4: GDP per capita, 1981 – 2010 (in current in ternational $) 

Source: World Bank Group (2011.f) 
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Illustration of GDP per capita at PPP, 1981 - 2010 

 
Figure 18: GDP per capita at PPP (in international $) 

Source: Inspired by the data of the World Bank group (2011.f)
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For the calculation of the GDP per capita the GDP is divided by the population of 

the same country. In contrast to the GDP as a key figure itself the GDP per capita 

is given at PPP (Power Purchasing Parity). 

 

7.3. Foreign Direct Investment 

The key figure Foreign Direct Investment is the second term of the triangle model 

by Hsaio and Hsaio (2006). Outsourcing contracts also include payment and 

companies, which outsource, usually invest into getting the outsourced production 

and/or services done. As additional money flows into the outsourced countries it 

means that the level of FDI increase the higher extent to this is outsourced into an 

economy.  

The next table (no. 7) contents the values of FDI inflows in US$ (investment 

inflows less disinvestment), once again for the period of 1981 until 2010. The term 

developments are illustrated in the subsequent figure (no. 19). 
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Foreign direct investment, net inflows (BoP, curren t US$) 
 

 
Table 5: FDI inflows (in USD) 

Source: World Bank Group (2011.g) 



  Page 68 

 

Illustration of Foreign Direct Investment, Net infl ows, 1981 - 2010 

 
Figure 19: Foreign Direct Investment, net inflows 

Source: Based on the data provided by the World Bank Group (2011.g)
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7.4. Exports 

Exports are a contribution to the overall Gross Domestic Product. As globalisation 

has intertwined the economies exports became an important opportunity for trade. 

For this study exports are one edge of the triangular model explained in the 

analytical framework their developments are shown in the following table (no. 6), 

once again for the years 1981 – 2010. The table states the sums of goods and 

service exports; for further and separated goods and services sector details see 

Appendix D: Exports related to GDP. 
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Exports of the explored countries  

 

 

Table 6: Development of exports, 1981 – 2010 (in US D) 

Source: Based on data given by the World Bank Group (2011) 
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Illustration of exports 

 
Figure 20: Exports development 

Source: Based on data given by the World Bank Group (2011)
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7.5. Exports related to GDP 

The introduced model for measuring the dependence of outsourcing by developing 

countries declares the correlations of GDP, FDI and exports. Therefore the GDP 

and exports are the first correlation explored. The two terms are related to each 

other, year by year in the next table (no.7) where the exports are divided by the 

GDP. Given are the percentages of share that exports have of GDP. Expectations 

are that those countries which are more dependent of outsourcing have higher 

export rates than those which are less dependent. 
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Exports related to GDP 

 
Table 7: Exports related to GDP (in USD) 

Source: Based on the data provided by the World Bank Group (2011) 
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Illustration of exports related to GDP 

 
Figure 21: Exports related to GDP 

Source: Based on data provided by the World Bank Group (2011)
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7.6. Exports in relation to FDI 

Hsaio and Hsaio (2006) stated that FDI causes exports, because outsourcing 

offshore usually requires investment, e.g. to purchase a certain share of a firm 

and/or to equip employees with the right tools and skills. Unlike the examined 

relation of exports and GDP it would make no sense to divide exports by FDI. If 

FDI would boost exports it would probably take a while to recognize its effects. 

Therefore the terms are not cross examined year by year.  

For the effects FDI may have on exports in the particular economies of Ghana and 

Vietnam remarkable changes in the FDI inflows are stated and compared with the 

exports. In addition to the relations described in the previous sections exports and 

FDI can be related to each other in a traditional way. The FDI is the therefore 

divided by the exports year after year. 

 

 

Exports in relation to FDI - Ghana 

year FDI exports FDI/exports
1982 16.300.000 710.891.088 0,023
1983 2.400.000 477.300.000 0,005
1984 2.000.000 609.700.000 0,003
1985 5.600.000 670.400.000 0,008
1986 4.300.000 804.130.000 0,005

1988 5.000.000 957.700.000 0,005
1989 15.000.000 889.100.000 0,017
1990 14.800.000 983.200.000 0,015

1992 22.500.000 1.140.700.000 0,020
1993 125.000.000 1.208.300.000 0,103
1994 233.000.000 1.385.200.000 0,168
1995 106.500.000 1.581.800.000 0,067

2000 165.900.000 2.440.500.000 0,068
2001 89.300.000 2.398.800.000 0,037
2002 58.900.000 2.570.100.000 0,023
2003 136.750.000 3.192.570.000 0,043

2008 1.220.400.000 7.070.630.000 0,173
2009 16.847.400.000 7.809.400.000 2,157
2010 2.527.350.000 9.437.380.000 0,268  

 

Table 8: Exports in relation to FDI – Ghana (in USD) 

Source: Based on data given by the World Bank Group (2011) 
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Exports in relation to FDI – Vietnam 

year FDI exports FDI/exports
1996 2.395.000.000 9.498.000.000 0,252
1997 220.000.000 11.715.000.000 0,019
1998 1.671.000.000 11.977.000.000 0,140

2005 1.954.000.000 36.623.000.000 0,053
2006 2.400.000.000 44.926.000.000 0,053
2007 6.700.000.000 54.591.000.000 0,123
2008 9.579.000.000 69.726.000.000 0,137
2009 7.600.000.000 62.752.000.000 0,121
2010 8.000.000.000 79.652.000.000 0,100  

Table 9: Exports in relation to Vietnam (in USD) 

Source: Based on data given by the World Bank Group (2011) 

 

Exports in relation to FDI - China 

year FDI exports FDI/exports
1991 4.366.000.000 65.898.000.000 0,066
1992 11.516.000.000 78.817.000.000 0,146
1993 27.515.000.000 86.852.000.000 0,317
1994 33.787.000.000 119.181.000.000 0,283

2003 47.076.718.733 485.003.216.573 0,097
2004 54.936.483.255 655.826.577.379 0,084
2005 117.208.286.229 836.887.831.152 0,140

2008 175.147.650.312 1.581.713.188.347 0,111
2009 114.214.527.413 1.333.346.021.279 0,086
2010 185.080.744.436 1.752.620.763.162 0,106  

Table 10: Exports in relation to FDI – China (in USD)  

Source: Based on data provided by the World Bank Group (2011) 
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Exports in relation to FDI – India 

year FDI exports FDI/exports
1982 72.080.000 11.234.710.726 0,006
1983 5.640.000 12.159.028.819 0,000
1984 192.400.000 13.059.989.651 0,015
1985 106.090.000 13.423.608.501 0,008
1986 117.730.000 12.849.204.786 0,009
1987 212.320.000 13.476.274.302 0,016

2005 7.606.425.242 154.702.194.451 0,049
2006 20.335.947.448 193.498.029.836 0,105
2007 25.482.651.962 240.712.533.893 0,106
2008 43.406.277.076 302.812.652.359 0,143
2009 35.595.861.689 258.821.852.937 0,138  

Table 11: Exports related to FDI – India (in USD) 

Source: Based on data by the World Bank Group (2011) 

 

7.7. FDI per capita and FDI/GDP ratio 

According to Hsaio and Hsaio’s model (2006) FDI has effects on the GDP. FDI 

inflows state like the GDP itself only a sum of different values, without a relation to 

another key figure. Reliable statements about the dependence of outsourcing can 

hardly be done without including relations of the figures. Therefore the two terms 

are related to each in the following subchapter.  

For the first step the individual FDI inflows are divided by the corresponding 

country population (see Table 12). 
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7.7.1. FDI per capita 

 
Table 12: FDI per capita (in USD) 

Source: Based on data provided by the World Bank Group (2011) and the IMF (2010) 

 

The FDI/GDP ratio compares the FDI inflows with the GDP. In this study the GDP 

per capita on PPP basis is taken and divided by the FDI per capita ratio (see Table 

13). It is done to figure out if countries with higher GDP values have higher FDI 

inflows. 
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7.7.2. FDI/GDP ratio 

 

 
Table 13: FDI/GDP ratio 

Source: Based on data by the World Bank Group (2011) and the IMF (2010) 
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8. Results and Findings 

Subsequent of the analysis of chapter 7 the results and findings are presented in 

this chapter with the same sequence of key figures. According to the model for the 

analysis the results and findings of three edges of the model GDP, FDI, and 

exports are described first. This step is followed by the results of the cross-

examination the three basic figures.  

 

8.1. GDP 

By looking at the table no. 2 and figure no. 17 it can be seen that China’s and 

India’s GDP were quite the same in 1981, but China’s increased on rates than 

India’s. It crossed the mark of trillion dollars first in 1998, whereas India’s had a 

value of slightly more than 400 billion dollars. Another significant development 

occurred during the years 2005 until 2010 when China more than doubled their 

GDP.  

Ghana’s GDP had a value of “only” about four billion dollars in 1981 and the 

increase proceeded in small steps. Further, in the year 2000 Ghana’s GDP lost a 

value of more than two billion dollars (2000: 4,977,488,790 US$)  in comparison 

with the previous year (1999: 7,709,811,561 US$) and achieved the level of 1999 

again in 2003. Another significant cracking point in its development was the years 

2005 and 2006 in which the GDP was nearly doubled. After that year the 

development rates have become much higher than before with an exemption in 

2009. The back step was probably a result of the worldwide financial crisis. 

While looking at the growth rates of Vietnam’s GDP the change between 1988 and 

1989 was striking. The GDP value was almost divided into thirds within a year and 

it took about nine years before the 1988’s level was reached again. The growth 

continuously proceeded from then until 2010, when it jumped up the 100 billion 

US$ barrier. 
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8.2. GDP – per capita on PPP basis 

Experts prefer to look at the GDP and GDP per capita to compare living conditions 

across countries. Especially the entry GDP per capita is related to welfare 

distribution of a country (CIA, 2011.c). The picture (of table 3) given by comparing 

the values of the GDP per capita assumes that the welfare distribution of Vietnam, 

Ghana and India is quite the same. The results only differ within a range of 100 

US$. Instead of using the regular GDP per capita where the GDP was only divided 

by the total population the GDP per capita on purchasing power parity is used. It 

better reflects the value of the regional currencies. Therefore the GDP is converted 

into international dollars. Considering this aspect China was the country with the 

highest average of welfare per capita in 2009 while Ghana has the lowest welfare 

rate. Although India, beside China, is also known as a country with significant 

economic developments during the recent years the GDP per capita was not 

nearly as large as China’s in 2009. Surprisingly, Vietnam’s GDP per capita on PPP 

basis differed only of 300 international dollars. 

The data of 2009 only gives a snapshot about the GDP per capita values and 

therefore it lacks the possibility to look at the development of the GDP per capita 

for each country. Therefore the overview of table 5 and its illustration (Figure 18) 

enable to take a deeper look at the recent years. 

In 1981 the GDP per capita on PPP basis of China was beyond those of Ghana 

and India. Whereas Ghana mad some steps backward China’s as well as India’s 

constantly grew over the first observed years. Vietnam’s first term is available from 

1985 when it had the same level like China and Ghana. Only India was ahead.  

Ghana’s and Vietnam’s increased on the same rates until 1993 when Vietnam’s 

reached 831 international dollars. While the growth rates of Vietnam’s were larger 

from then on Ghana’s steps forward were smaller. The GDP per capita on PPP in 

Vietnam cracked 1,000 international dollars in 2000 it took twelve more years for 

Ghana to reach the same level. Until 2010 Ghana’s reached a value half as large 

as Vietnam’s. During the 30 years of observing the terms of Vietnam and India 

remained to develop on the same rates, meaning the countries’ citizens are able to 

buy the same basket of goods for almost the same price. Only China’s changed 

significantly over a short period of time; the economy doubled its term within seven 
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years (from 2004 to 2010). China’s basket of goods was the most expensive in 

2010 whereas Ghana’s was the cheapest. 

 

8.3. Foreign Direct Investment 

Although the total amount of the FDI inflows increased (see table 5 and figure 19) 

within the given period of time the ups and downs were often tremendous. 

Ghana’s FDI inflows for example had a value above 16 million US$ in 1981 and 

1982, followed with an inflow of only 2.4 million USD the next year. Another 

substantial change jump up was in 1993 when the inflows were about five times 

higher than in the previous year. The economy has experienced several more 

considerable ups and downs. The inflows have reached its climax in 2009 (more 

than 16 bn. USD) and sank back down to 2.5 bn. in 2010. 

Vietnam’s FDI inflow continuously decreased within the first five of observed data. 

It even faced more de- than investment in 1985. The FDI inflows started a more or 

less steady growth in 1989. The years 2007, 2008, 2009 and 2010 seemed to be 

important due to the high FDI inflows compared to the other years. 

By comparing the FDI inflows of all four countries it is obvious that China’s have 

been the highest meanwhile Ghana’s have remained the lowest since 1990. The 

only exemption was in 2009 when Vietnam’s were beyond Ghana’s. 

 

8.4. Exports 

The exports values of Vietnam (see table no. 6) were not available for the years 

1981 – 1995, but the data from then to 2010 reflect of steady growth of the value 

of exports. Ghana’s value has also been steadily increased since 1984. The years 

of 1981 until 1983 show a decline of the value. By comparing the values of all 

countries there is no doubt that China’s exports the highest value of goods and 

service followed by India; third is Vietnam and Ghana exports goods and services 

at the lowest level.  
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8.5. Exports related to GDP 

While comparing the percentages of the countries’ exports to the GDPs the most 

remarkable finding is that Vietnam used to export a value that is more or less ¾ of 

the GDP value in 2010. The share which exports have on GDP has steadily 

increased from 1989 (5.9%) until 2010 with light fluctuations.  

In contrast to Vietnam’s export status Ghana exported a value of goods and 

service in 2010 with a share of a bit more than ¼ (30.1%) by the GDP’s value. By 

looking at its share in 2010 and in 1981 there is there is a rise of about ten percent 

but with large fluctuations. The lowest proportion was in 1983 with 11.8% and the 

highest in 2000 when a proportion of 49% was exported. 

China’s value of exports, supposed to be high as the economy is known for being 

an attractive country for outsourcing, was lowered down to 26,7% in 2009. That 

means a decrease of almost 8.3% compared with the year before. By looking at 

the 30 years given in the table there has been a continuous increase. India’s 

exports proportion also shows a steady growth. A value of 5.9% of the GDP was 

exported in 1981. The proportion has grown until 20.2% in 2010. 

 

8.6. FDI in relation to exports 

Ghana: 

The effects FDI might have on exports would take some time. Here it is assumed 

that it would take at least one or two years before the exports would either 

increase or decrease depending on the FDI inflows of the previous years. 

Period of time: 1982 – 1986 

The FDI inflows extraordinarily decreased from 1982 to 1983 and further to 1984. 

The value of exports also decreased from 1982 to 1983 but in contrast to the FDI 

inflows it rose again in 1984. Afterwards it continued to grow while the FDI inflows 

fluctuated. 

Period of time: 1988 – 1990 

The value of FDI inflows jumped up from 1988 to 1989 whereas the exports 

slightly decreased during that time, but they recovered and increased in the 

following years. 

Period of time: 1992 – 1995 
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The FDI inflows make two substantially jump-ups from 1992 to 1993 and then to 

1994, followed by higher growth rates of the exports values in 1994 and 1995. 

Period of time: 2000 – 2003 

The serious decline of FDI inflows from 2000 to its minimum in 2002 was not 

followed by the same development of exports value in the next years. 

Period of time: 2008 – 2010 

Ghana received more than 16 bn. USD of FDI inflows in 2009, but only 2.5 bn. 

USD in the following year. The exports value steadily increased during the years. 

 

Vietnam: 

The relation of exports to FDI for Vietnam can be begun in 1996, because earlier 

data of exports were not available at the time of writing this paper (see Table 6).  

Period of time: 1996 – 1998 

Although the FDI were quite much reduced in 1997 compared to the previous year 

the exports value continued to grow. 

Period of time: 2005 – 2009 

The FDI inflows increased from 2006 until 2008 by more than seven bn. USD. The 

exports value improved by almost ten bn. USD in 2007 compared to 2006 and by 

15 bn. USD in 2008. 

China’s as well as India’s terms have similar developments (see tables 10 and 11). 

Due to the traditional way of relating two key figures with each other the following 

paragraph deals with the FDI/exports relation.  

By looking at table no. 8 in which the data of Ghana is illustrated it can be seen 

that shares of FDI at exports vary a lot, the lowest proportion is in 1984 in which 

the FDI was only 0,003 (0,3%) of the exports. In contrast the proportion in 2009 

was 2,157, which means that the amount of FDI was more than twice as much as 

much as the exports. An overall rise or drop through all the years is not found. 

The related FDI/exports data of Vietnam (table no. 9) show that the proportion of 

FDI on exports also varies but not nearly as much as in Ghana. The highest found 

proportion was in 1996 while the lowest was surprisingly found in the following 

year (1997: 0,019). 

The findings for China (table no. 10) are that the proportion of FDI on exports also 

varies a lot and an overall increase or decrease or even stagnation cannot be 

found.  The proportions differ from 0,066 (1996) to 0,317 (1993). 
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While looking at the results for India the table no. 11 shows a picture that is slightly 

different from the others. Although there are slight variations there is an overall 

growth of the FDI/exports relation starting at 0,006 in 1982 and ending with 0,138 

in 2009. 

 

8.7. FDI per capita 

In general the GDP can vary much because of the different number of citizens in 

one country. The key figure FDI per capita shows how much foreign investment 

was received per country citizen. The UNCTAD (2002) defined the GDP as an 

indicator of economic growth and established the claim that high GDP per capita 

values attract more FDI inflows. The used GDP per capita in this part is not on the 

one on PPP because of its different currency in which the World Bank Group 

provides the data (international $). Instead of the GDP per capita was calculated 

by dividing the GDP by the country’s population. 

Ghana’s FDI per capita slightly increased from 1981 until 1992 before the FDI per 

capita ratio jumped up to 8.1 in 1993. That reflects the decrease of the FDI inflows 

in the same year meanwhile the population only grew by about 400,000 people. As 

the country’s population has been grown in small steps since 1981 the data of the 

table reflects the different levels of FDI inflows. Even the most remarkable change 

in the ratios (Ghana 2009) can be reasoned with the different FDI inflows. The 

table shows that although China has got the highest amount of FDI India has got 

the most financial support per citizen. It has declined over the years but has 

remained the highest. Further the maximum foreign investment per person was 

also in India (1991: 3,638). 

 

8.8. FDI/GDP ratio 

The overall FDI/GDP ratio as shown in table 13 sank over the over the observed 

years, although the amounts of FDI inflows as well as the GDP have been 

increased over the years. Ghana’s FDI/GDP ratio ended up being the lowest in 

2010 compared with the other three countries, followed by Vietnam’s. India’s as 

well as Ghana’s FDI/GDP ratio’s made some remarkable changes. India’s key 
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figure jumped up in 1983 and fell suddenly down again in the following year, 

continued by a more or less steady decrease until 2010. Furthermore the ratio 

kept on being the highest throughout the 30 years except for 2002 when the 

relation was higher in Ghana. Ghana’s ratio did some slight variations within the 

observed period of time. The relation slightly increased within the first years before 

it steadily decreased with some increasing in-between years. 

 

9. Discussion 

The analytical framework showed that the outsourcing section has grown and has 

gained importance over the recent years. The need for companies to stay 

competitive has made them contracting out some part of the production or the 

execution of services either to specialists or to regions where wage levels are 

lower than in the originally region. They started to consider other countries 

especially as attractive outsourcing regions. Many publications exist about 

outsourcing dealing with the effects of outsourcing for the countries of origin if 

companies decide to contract out to another country. A huge job loss is thereby 

one of the most remarkable concerns noted in the publications. One the other 

side, as already mentioned earlier in this study, only few publications deal with the 

effects of outsourcing for developing countries, the countries to which are 

favourably outsourced. The effects could vary a lot. Accompanied by a rising 

outsourcing sector the jobs which were lost in the country of origin and shifted to 

another country could decrease high unemployed rates. That itself might affect the 

overall poverty which is a prevailing problem in many developing countries, but 

there is also risk that workers are exploited by the outsourcing companies because 

of underdeveloped human rights regulations. Another possibility might be that the 

overall work circumstances increase because the outsourcing companies often 

have their origin in countries with strong human rights regulations.  

Although the major concern in the developed countries is their job loss if 

companies continue with outsourcing they benefit from it as well. If jobs are move 

towards lower wage and lower cost areas the fabrication or execution can be done 

at lower prices which itself lower prices in the countries where the products are 

sold or services demanded. That might push the welfare itself as well because 
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some of the saved money is spent on buying other products or services which 

means the overall amount rises and companies could hire additional workers. 

Expansion of outsourcing activities is another possible variation of which the 

destination country possibly benefits again. 

As companies which outsource often look for special skills the education system of 

developing countries, the offshore locations, may be improved if the demand for 

such skills is recognised. India went through such a change when it was 

recognised that the IT sector with the according education system is well 

developed. An improved education system itself with its educated graduates could 

support the further economic situation of a developing country as being an 

outsourcing location if they understand the opportunities for improvements and 

recognise the weaknesses. On the other side negative impacts are also possible. 

They are probably different than the effects in the countries of origin. Exploitation, 

as already mentioned, and pollution can be negative effects. In case of exploitation 

the country would increase the GDP because additional products are fabricated 

and/or services are performed, but the workers would hardly benefit from their 

jobs.  These effects can hardly be overlooked because products and services as 

outsourcing fabrication and performance are often not sold in the outsourcing 

locations. In general it is difficult to measure the effects of outsourcing in 

developing countries. That is why the aim of this research is to find answers to the 

question how outsourcing affects such developing countries. One hypothesis 

derived from the research question was that developing countries may become 

economically dependent on outsourcing which means that they only rely on the 

outsourcing sector and the accompanied foreign money to develop their economy. 

In case they heavily rely on outsourcing and the companies decide to move to 

another country because of different reasons such as rising wages or unstable 

economic situations their own further economic would maybe stagnate or step-

back. The effects of outsourcing are measured with the Granger causality model at 

hand by using the three key figures of economic statuses and development.  

Ghana and Vietnam are chosen as the focus for the measurements, because they 

are both developing countries at lower middle income and have been developing 

their economic statuses over the observed 30 years. China and India were 

chosen, because they are already well-known for their strong outsourcing sector 

and for being attractive outsourcing locations. By looking at the Global Services 
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Location Index TM it is seen that Ghana and Vietnam are already considered in the 

list, but so far only 50 countries are included in the study. That limits further 

comparisons. However, the Global Services Location Index TM has shown that 

India and China scored first ranks while Vietnam (8th) and Ghana (27th) scored 

lower ranks. One remarkable result was that Vietnam scored nearly as high as 

China and India, although it is not so commonly known for being an attractive 

outsourcing location. The Index and the introduction of the two countries also 

show that Ghana and Vietnam have already good prerequisites for becoming more 

and more attractive as outsourcing locations, but for staying attractive and further 

improvements they need to work on their own economic development. By 

comparing them with the statuses of India and China it is obvious that they are still 

a starting point of their economic development. The Granger causality model is 

used to measure the effects and there are some remarkably surprising findings 

found out by applying the model to measure the effects of outsourcing. 

According to the model for the measurement the first key figure at which is looked 

at it is the GDP. The GDP developments of the explored countries show that the 

economies have been working on their economic improvements. China, as having 

one of the biggest or at least the biggest GDP of the world, may even has worked 

harder on improvements because it had more or less the same GDP like India in 

1981. The overall picture of the GDP figure completely mirrors the picture of the 

economies of the outside world. China with its people ability for high-speed 

repetitive tasks, India with its highly developed IT sectors; Vietnam for being 

divided in the North and South with its serious governmental problems and Ghana 

for being an African country with less chances for the future as many other 

countries. It was expected that countries which scored high in the A.T. Kearney 

study should have big GDPs, because the level of the GDP is seen as a sign for 

economic development and welfare. The high economic development is often 

supposed to include good prerequisites for doing business, because without well 

working regulations doing business is not supposed to be successful and that 

should hamper the GDP development, but Vietnam scored high without a big 

GDP. Surprisingly it scored high but is not well known as an attractive outsourcing 

location. China was seen as a risky outsourcing location during the first time to 

which was outsourced there, especially because of its lack of intellectual property 

rights. Nonetheless, China has been the no.1 location for outsourcing and beside it 
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the GDP has rose a lot, probably because the country not only relied on the 

outsourcing sector but also focussed on other sectors. If the country would have 

heavily relied on outsourcing as a help for self-help the GDP should not have 

reached that high level. Another reason might be that China’s economists know 

that other economies are astonished by their high GDP and therefore they are 

working on further improvements. 

In contrast Vietnam scored high in the ranking of A.T. Kearney but has not a big 

GDP compared with India or China. There is also no significant change in the GDP 

development from the year 2006 to 2007 which might have been seen as a 

starting point from which the economy has used outsourcing as a help for self-

development.  

Ghana was able to double its GDP within one year (2005 to 2006) and it further 

increased to 2010 when it became three times more than in 2005. In contrast to 

the GDP increase Ghana lost twelve ranks in the Global Services Location Index 
TM within two years. One assumption is that Ghana became an attractive 

outsourcing location and with the support of the foreign companies and their 

investments the fabricated products and executed services added value to the 

GDP and pushed the GDP development. 

The GDP per capita on PPP basis shows unlike the GDP that the PPP in China 

was lower than in the other countries in 1981 whereas Ghana’s and India’s were at 

a higher but the same level. Ghana’s and India’s terms have remained on quite the 

same level within a range of about 200 international dollars until 2008. Vietnam as 

well as India is a densely populated country, both have different GDP levels but 

are similar at per capita on PPP. Expected was a wider spread at the per capita 

level because of the different economic statuses and the different level of 

outsourcing amount, but India although having a highly development computing 

sector is still a country of opposites. There are the big cities on the one side and 

the countryside on the other side and the welfare is not equally distributed. Only 

China’s GDP per capita on PPP is much higher than the others. Increasing prices 

because of increased factor productivities caused by outsourcing can be a cause. 

As the GDP per capita at PPP is calculated by dividing the GDP by the population 

the result is an average and therefore does not reflect individual citizen groups. 

That is why this key figure hardly contributes anything to the intention of searching 

for effects of outsourcing. 
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The UNCTAD assumed that countries with high GDPs would attract more FDI 

inflows. Further the Granger causality emphasises that an increasing level of GDP 

pushes FDI. High GDPs are maybe seen as a basis for ensuring some kind of 

success if investments are done to that particular country. By only looking at the 

FDI inflows the assumption is completely followed without 2009. In that year 

Ghana received the highest amount of inward FDI. The on-going worldwide 

financial crisis might have led companies to search for alternative countries for 

outsourcing. China and India with their already increased wages and other 

investment costs were eventually not the best alternatives during that year. Hsaio 

and Hsaio state that FDI inflows should lead to increasing exports, sooner or later. 

According to the research question and the hypothesis that causality should 

especially account for countries which heavily rely on outsourcing. The FDI inflow 

towards Ghana had no obvious effects on the development of the exports, neither 

in the same nor in the next year. Of course effects can take more than one year; in 

that case the 2011 development should be observed at time of data availability. 

The causality is something different in Vietnam. The FDI inflows changed much 

from 2006 (2.4 bn. USD) to 2007 (5.6 bn. USD) and the exports rate jumped up 

from 2007 to 2009. That could lead to the assumption that the FDI inflows had 

direct effects on the exports value if the change of FDI inflows in 1997 would have 

had the same effects. In case the FDI was an escort appearance of an increasing 

outsourcing amount that is a direct effect on the developing country. 

Another possible effect of outsourcing which was observed in the measurement is: 

Exports are said to have impacts on GDP and its growth. Of course they have 

because exports are part of the GDP calculation. If the relation of exports to GDP 

would have impacts on GDP growth or at least development there should be 

obvious changes observable. If a country is heavily dependent of outsourcing FDI 

inflows should lead to increasing exports values and that in turn to GDP growth. In 

case that Vietnam is a country with high of outsourcing the effects should be seen 

in the GDP statistics. The big change of FDI inflows from 2006 to 2007 caused a 

higher increase of exports values in 2008 than in the years before. That in turn 

could be a reason for the remarkable change of the GDP in 2008 compared with 

2007. The same causality accounts for the period of time from 1996 to 1998. If the 

decline of FDI inflows caused the small caused the little increase of the exports 
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value it resulted maybe also in the little GDP growth rate, of only in relation to the 

other years as the GDP grew by 500 million dollars.  

Ghana’s causality chain looks different. Although there were fluctuations in the FDI 

inflows the remained to increase by looking at corresponding tables. The FDI 

inflows declined from 1982 to 1983, the exports value did the same in 1983, but 

the exports value increased again in the next years. Further although the exports 

value increased in 1986 the GDP growth decreased. The same happened within 

the period of times 1988 until 1990. Although the FDI inflows increased very much 

from 1992 till 1993 and 1994 the exports value did not react with the expected 

increase. If the FDI inflows were caused by companies because of outsourcing 

and the economy relies on that investment the effects should have been higher. 

Further the GDP development should also have increased unlike it did.  

By comparing the different effects with the development of India it can be seen 

that the GDP has remained to grow although the FDI inflows remarkably changed 

over the years. Such statements can hardly be made for China, because the FDI 

inflows have continuously increased over time as well as the GDP. Under the 

circumstances causalities could have been found out if there were fluctuations in 

the terms, especially in the FDI inflows. 

The found out results of the exports in relation to GDP reflect the causalities of 

FDI, exports and GDP. Hsaio and Hsaio’s model also included a correlation 

between FDI and GDP. and if FDI is an escort appearance of outsourcing which 

leads itself to GDP growth it is another effect of outsourcing. The direct relation of 

the two figures showed that there are not any of direct effects. The proportions of 

the FDI per capita on GDP per capita decreased over the years although the total 

amount of FDI was heightened throughout the years. Further the GDPs of Ghana 

and Vietnam can be said of rising in general as well. A suggestion for reasoning 

the observed findings is that the GDP was increased at higher levels than the FDI 

were done. The FDI done in the previous one or two years have maybe pushed 

the development of the GDP in such way further developments and improvements 

were possible. The countries either focussed on the economic developments in 

other areas beside the outsourcing sector or the outsourcing sector grew so much 

that the additional created value added to the GDP pushed the GDP 

improvements. However, it seems that FDI has influenced the GDP, although 

direct relations can hardly be made. More detailed information for what the FDI 
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were used is necessary to light up that shadow, if the FDI was used for general 

economic development or definitely for the expansion of the outsourcing sector. As 

FDI can be used to take over shares of a company to enter new markets or for 

expanding the outsourcing activities and for other cases it hardly can be said that 

FDI had definite effects on the outsourcing sector. However, there is no doubt that 

FDI has effects on the GDP development of developing countries. 

 

10. Conclusions 

Outsourcing in general has been found out to have benefits as well as 

disadvantages for economies. The term in general is not new, but most of the 

publications only contented the point of view from the developed countries, which 

are usually those that outsource towards developing countries. The main reasons 

for outsourcing are no longer only cost savings. Outsourcing economies started to 

look for countries with special skilled workers and for those which are able to fulfil 

long-term oriented contracts. The found locations are often of developing status, 

means that economic characteristic aspects such average wage level and level of 

illiteracy. Due to the research question it measured how outsourcing affects 

developing countries. With the Granger causality model at hand it the 

developments of the three figures for economic status and welfare GDP, FDI and 

exports, and their correlations were observed for Ghana and Vietnam as case 

countries. The comparison with China and India was included, because both of 

them are already well known for being attractive outsourcing locations. 

Furthermore according to the Global Services Index by A.T. Kearney the case 

countries Ghana and Vietnam are already considered as outsourcing locations 

and they rank just below China and Vietnam in special areas. Nonetheless, the 

effects of outsourcing are the main focus and thereby the measurements lead to 

the following conclusions: 

In general GDP, FDI, and exports are very important while looking at economic 

statuses and with that for attractive outsourcing locations. Companies are said to 

tend to invest into countries with high or at least growing GDP.  

Outsourcing is accompanied by FDI, because the prerequisites for fabrication and 

service performance do often not exist. The observed 30 years showed that the 

overall amount of FDI increased which leads towards the conclusion that the 
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number of countries investing in other countries has increased. What really made 

them to invest cannot be seen from the evaluated data.  

As the whole world has become more and more intertwined the exports rates have 

been increased as well because of international fabrication and selling activities. 

The exports of Ghana and Vietnam have also been increased which leads to the 

assumption that both deepened their international trading activities. Here a 

growing outsourcing sector could be a reason, because only some part of the 

production or some special services are outsourced but are exported or re-

exported then. As Ghana and Vietnam already rank high in the Global Services 

Location Index it can be assumed that the prevailing prerequisites for outsourcing 

are used. If it was the case the exports affect the developing countries, because 

exports are a part of calculating the GDP and the GDP itself stands for the level of 

economic welfare. Increasing GDP levels can be an effect of outsourcing.  

Within the observation of the key figures each by each all have been risen 

throughout the years and as the outsourcing sector in developed countries have 

been expanded the individual tendencies of the terms can possibly be caused by 

outsourcing. 

Further observations were made by relating each figure to another. With the 

results of Vietnam by relating GDP to exports it can be assumed that Vietnam’s 

economy strongly relies on exports. The country is already a quite attractive 

outsourcing location and in case that most of the exports are done because of 

outsourcing the development of the economy is highly dependent on outsourcing. 

If the amount of exports is reasoned with outsourcing almost their complete 

economy is built on outsourcing with its exports. In case that many companies 

leave the country again because the already unsteady political circumstances the 

economy loses most of what it is built on. Ghana’s situation is quite different. If the 

same assumptions are made as for Vietnam the country is far less dependent on 

outsourcing. In contrast it seems that it is tried to develop a sustained good 

working economy. All in one Ghana does not only rely on outsourcing and that is 

why the effects of outsourcing are much lower than for Vietnam. China’s relation 

sank over the years eventually because the responsible people have recognised 

that only relying on outsourcing would a risk of too high level.  

It was expected that increasing FDI would strongly affect exports because only 

some part of the production or the performance of some services are usually 
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outsourced. Therefore they need to be exported or re-exported and would become 

part of the export statistics. As the effects of FDI may take some time to become 

obvious it was assumed that the exports would be boosted one or two years after 

the FDI was done. As such relations were not found it seems that FDI has no 

direct effects on exports and thereby not on the economic development of 

developing countries.  

If the FDI/GDP relation affected developing countries the figure should have risen 

over the years. The contrast was the case: Although the overall amount of FDI 

rose within the years the total figures decreased. In case that FDI has effects on 

GDP it might be that FDI pushes GDP in such case that the growth is 

disproportionately higher than the rise of FDI. That is then a possible reason for 

the decreasing and shows that FDI has strong effects of GDP and therefore for the 

development of developing countries. 

The observation showed that the key figures can have large effects on 

outsourcing, but direct relations of them are not quite clear. Nonetheless, the 

research showed that the effects of outsourcing can vary very much, but although 

outsourcing definitely supports the development of an economy it is hard to find 

irrefutable facts. 

 

11. Future recommendations for development of the 
countries and research 

Both examined economies are developing countries. Of course outsourcing is a 

chance for economic growth and development. So far Vietnam is more dependent 

of outsourcing than Ghana. Would the countries be able to fulfil the gap of many 

companies that leave the country? In case that Vietnam loses a huge amount of 

foreign companies which outsource to it the economy might not be able to 

compensate the gap. It has heavily relied on increasing its exports rates, mainly 

with the help of FDI. As it has to face many problems both economic and social 

Vietnam should focus on developing the basics for a sustainable growth. 

Developing a good working educational system on the one hand and the further 

allowance of privatisation on the other hand are recommendations for the future. 

Education would enable the citizen’s to get hired for higher skilled jobs and higher 

skills might lead to future self-development. The allowance of privatisation might 
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lead towards an increasing FDI inflow, which itself might support the development 

of an educational system. In that way the economy might be able to become more 

independent and foreign investors would probably stay in the country even if the 

wages rose. If the capability and the quality of the outsourced jobs are worth it to 

stay companies might do it. 

Recommendations for Ghana are quite the same although the country is less 

dependent of outsourcing than Vietnam. Only a bit more than half of the citizens 

are able to write and read. Developing a sustainable and good working education 

system would help the economy to grow and become more attractive for 

outsourcing. This and the accompanied FDI would be a chance for future 

development of the economy. To remain as independent of outsourcing as the 

country is so far becoming more attractive for outsourcing should not be the only 

focus. Nonetheless, attracting more FDI could entail the development of the basis 

of future economic success. 
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Appendix A: DAC List of ODA Recipients on 2011, 201 2 and 2013 flows 

 
Figure 22: List of ODA recipients for 2011, 2012 an d 2013 

Source: OECD (2011) 
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Appendix A: DAC List of ODA Recipients on 2009 and 2010 flows 

 
Figure 23: List of ODA recipients for 2009 and 2010  

Source: OECD (2009) 
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Appendix B: Net capital flows to developing countri es, 2000 - 2007 

 

 

Figure 24: Net capital flows to developing countrie s, 2000 - 2007 

Source: World Bank Group (2007) 
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Appendix C: Index metrics for the Global Services L ocation 
Index TM 

Country Evaluation By Category 

Category 
Sub-

Categories 

Metrics 

Financial 

Structure 

(40%) 

Compensation 

costs 
Average wage           

Median compensation costs for relevant positions (such as call 

center 

representatives, IT programmers and local operations 

managers) 

Infrastructure 

costs 

Includes occupancy, electricity and telecommunication 

systems 
  

Travel to major customer destinations       

Tax and 

regulatory costs 

Relative tax burden, costs of corruption and fluctuating 

exchange rates 

People skills 

and 

availability 

(30%) 

Cumulative 

business process 

experience and 

skills 

Existing IT and BPO market size       

Contact center and IT-quality rankings       

Quality rankings of management and IT training     

Labor force 

availability 
Total workforce         

University-educated workforce       

Education and 

language 
Scores on standardized education and language tests   

Attrition rates Relative BPO growth and unemployment rates     

Business 

environment 

(30%) 

Country 

environment 

(includes 

economic and 

political aspects) 

Investor and analyst rating of overall business and political 

environment 

A.T. Kearney's Foreign Direct Investment Confidence Index 
TM

 
  

Extent of bureaucracy         

Government support for the information and communications 

technology (ICT) sector 

Country 

infrastructure 

Blended metric of infrastructure quality (telecommunication, 

IT services) 

Cultural 

adaptability 

Personal interaction score from A.T. Kearney's Globalization 

Index
 TM

 

Security of 

intellectual 

property (IP) 

Investor ratings of IP protection and ICT Laws     

Software piracy rates         

 

Table 14: Index metrics for the Global Services Loc ation Index TM 

Source: A. T. Kearney, Inc. (2004)
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Appendix D: Eports related to GDP - China 

 

Table 15: Exports related to GDP – China 

Source: Based on data provided by the World Bank Group (2011) 
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Appendix D: Eports related to GDP - Ghana 

 

Table 16: Exports related to GDP – Ghana 

Source: Based on data provided by the World Bank Group, 2011 
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Appendix D: Eports related to GDP - India 

 

Table 17: Exports related to GDP – India 

Source: Based on data provided by the World Bank Group (2011) 
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Appendix D: Eports related to GDP - Vietnam 

 

Table 18: Exports related to GDP – Vietnam 

Source: Based on data provided by the World Bank Group (2011)
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