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Key points
• Offshoring – the importing of intermediate materials and services – has expanded
rapidly in most industrialized countries, but the impact on labour markets remains
controversial and uncertain.
• Lacking data, most studies assume ‘proportionality’ using the economy-wide use
of an imported material or service as a proxy for each sector’s imported input share.
• In Germany, the Federal Statistical Office publishes data, which differentiate
between domestically purchased inputs and imported inputs allowing tests of the
employment effect of offshoring using direct and proxy-based measures.
• Direct measures of services offshoring resulted in negative labour market effects,
while the proxy showed no or in some cases even a positive impact. This has
implications beyond Germany.

Introduction
Offshoring – the importing of intermediate materials and services – has
expanded rapidly in most industrialised countries and its impact on the
labour markets in these countries has been the source of enormous debate
in both scholarly and popular circles. Data on imported inputs at the sectoral level are unavailable for most countries, including the United States.
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Empirical research has therefore relied entirely on a proxy-based measure of offshoring, using what the OECD refers to as the ‘proportionality
assumption’ (Grossman & Rossi-Hansberg
Sector level data
2006), also known as the ‘import comparabilon imported inputs
ity’ assumption (Houseman 2011). Lacking
are unavailable for
information on a sector’s imports of each
most countries.
input, researchers have instead applied the
economy-wide import penetration ratio for a material or service input
to approximate the imported input share of that material or service by
all sectors. That is, every sector is assumed to import each material and
service in the same proportion as its economy-wide use. Without the
information on imported input use by sector, the proportionality assumption has been accepted in most major studies of the level and impact of
offshoring.1 This paper provides a test of the extent of measurement bias
introduced by the use of the proportionality assumption, using recent
data for Germany.
To assess the possible bias or error in the proxy measure, we need
to find a case of a country that publishes imported input data by sector
directly. Germany’s Federal Statistical Office makes such input–output
data available, which differentiate between domestically purchased inputs
and imported inputs. With these data we have been able to calculate both
the direct and the proxy measures of offshoring. In this paper we present the calculations for both measures of offshoring for Germany for the
period 1995–2006. We find that the direct measure differs substantially
from the proxy for both services and materials offshoring. We perform
a simple decomposition of the proxy and find that it fails to accurately
capture the variation in services offshoring intensity because – as a result
of the proportionality assumption – it is strongly influenced by the variation in demand for domestic inputs. This paper thus complements the
study by Feenstra and Jensen (2012), who create sectoral import matrices
based on firm-level data, which are then used to calculate direct offshoring measures. They attribute differences to ‘some of the data limitations
confronted by the firm-level methodology’ (Feenstra & Jensen 2012,

The assumption was first used by Feenstra and Hanson (1996, 1999) and has been adopted in all major
studies – for example, Hummels et al. (2001), Amiti and Wei (2005, 2006), and Grossman and Rossi-Hansberg
(2006). Further discussion of the proportionality assumption can be found in National Research Council (2006).
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