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XxXecutive Summary

vides assdiuesysainhemdfeforhkey review of

S paper pro
of fshoring and out sourongngi.s naéatt haou
h
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e

e current phase of offshoring is m
services nabled by | CT. The paper puts for wi
fined as a combination of trade f | obwesf, orFeDI d o iamg
ree things. First, of ficial statistics on int
gauge the extent of of fshoring in services.

uses and consdgbéeacteymptecf of out sour ci negs sfeoern a

as:

Th
1.

rporate restructuring. Third, the impact of o
sessed in terms of the repackaging of tasks, sk
r challenge in having an informed debate about
nesi and costs of offshoring by Ilinking the thi
rporate strategy, and employment; —almdolifbi)cital ¢
atistics and prtihwvat eesabliveyss|l dwell ilmks immess dec
outebog and offshoring t o-wsiedcet ooruatlc oameds . e c oEnvoen
adequate dat a, however, this paper provides pc
Why is outsourcing and offshoring happening nov
What is the impact of outsoumonidndhlhsftf ®lteomiomg esn
Wh a t policies should be devised to address th

of fshoring?

e key points raised in this paper are as foll ov

s when private firms o

DefinitiObhshoring happen
ervices from overseas tha

i mpoirnter megoatte or s

obtained domestically. I't is therefore about s
i mport s, (b) di spl acement of domestic product
sometimes (c) foreign Dli)yecut filnovvestimendoyrFci ng
overseas affiliates. It is difficult to combi
measure the precise extent of offshoring define
.Trade andBé&dDdiing in mind the | imitatewynisndiocatf
that offshoring of services is quite small, re
particul ar:

Worl d trade i n services, val ued at $1.8 tril

that i n manufacturing.

Only 10% of owdrpwitc eesn e g somatl trade, wher eas

manufacturing does, indicating that offshorir

out sourcing within national border s.



Despite this smat adashizlei,t yt hoef services i s e
especiianl lbyusi ness swedivigelsT (amal prof @s stihcanta |
make use of | CT.

The top two exporters of computer services a
top two eesxpoofr tot her business services are the
in manufacturing, the US amadea hsurUXK unsaiint ahb wn
services.

I n part because of such trade surplus, j ob

guite small, at 2.4% of total employment in t

For emerging markets, the I ndia+wplmdadelr mfFDdr a

softwarebuwsnidsessi pesvides one, but not the or
I

promoting them as offshore ocations.

3.Corporate Stretewgt bs:in outsourcing and of f shi
services depends on the nature of corporate str
0

Corporateategies to ut source business serviec

in the Il ate 1990s, driven primarily by the
American sharehol der value business model, i
to reduce costs and improvAssetusal es aseet Be
as i mportant as r-ebetatrmegsto | ow

The current phase of out sourcing and offshor
types of outsourwemmbmgndIfdimdscte a ttrhael i sati on of ¢

functions, anegr tsiecomtdedgsati on of i nput s. T h e
all sectors of the economy, including manuf ac
These two distinct types of outsourcing off
di fferent opportunities to wuapngdr ade ¢heatre clai
value added. I n particular, these supplier:
provision of | ow value added standardized setl
chain (e.g. in software) or deepen their fu
services.

4.3 ds and ProfesSbBeonsovement of service j obs f
economi es t o |l ow <cost emerging mar ket |l ocatio
significant repackaging of tasks, skill s, and |
profession. Thi s iess lieadoicncgu ptad i omang and prof e
and is creating new challenges for government ¢
education and training, and for professional
upgrading of capabilities.



Int roducti on

Of fshorsndghe migration of productive economic &
empl oyment from a -home maduwryt ray devel oped nation s
St at-ed4 o other parts of thewavpe | dquretsrpieed adudgh | @asw

China. Now ifg rmsat ttime that this has become a ma
1980s, political backlash in the United States ws¢
automobiles displacing jobs in Detroit. Many Ar
inevitabilitywyupoifngnajpabscmigrating to | ow cost I o
now hitting sectors in which the US shoultdarhawe
with | owaddhdddieacti vities such as back office tr
of fshoring has enxcplaunddee d k ntoow!| € d g e wor k embodi ed
programming, design and devel opment , accounting
services. I f a good university degree in comput
not a ticketwhtw®Iglopaobs, wh &to meé s Mmi ght react wi
intelleetiumkat the unfettered mar ket al ways wor K¢

of fshoring wbaoahdg bentket for the home country.
he point of the offshoring debetmgaqgl iutnilceals nmerewe
ou

t
t ched by concerns f2or such job | osses.

There is now an astoundi hgnamoauwmts ud@pparntss ysaesade
research papers and books, as well as newspaper
outsourcing amgl. oTH@&sdkgriouwnder i s an attempt
intelligence into the debate by establishing def
empiriewildence in a field driven often by pious
refl exes. The aimobfmeéehebypapeprogsi de an objecti
is going on in the outsourcing and offshoring fie
be able to, for exampl e, formul at e better pol i
government s, professiomassbbidi ms , and busi
Before we procecdut sdwer dikatfrisshoriemgi re cl ear def |
Every business firm (or publ i c sector organi za
decisions, one concerning the boundary of itnlge or ¢
the | ocation of its act i vbiutyireat. h e rkndrihfesin nmaiyt so mtn dt
servi cleeus @ut sourcimgol ves greater specialisation
sourcing i nput s internally t o sourcing t hem fr

(1t mchit ed by the green downwar dOfafrsrhoowsicnegmr sFi glue @
firms move production overseas (indicated by the

' The US is used as a major example for expositional convenience, but there are plenty of replays of
similar scenesin the UK and other OECD countries.

2 Such concerns provoked a flurry of legislative proposals in 34 US states, al intended to restrict
offshoring in state contracted work (UNCTAD 2004).
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There are three different trajectories towards of
firms may bad rewmtdsyourcing (Arrow 1), but decide t
supplier to a foreign supplier (Arrow 2). Secor
out source and to offshore to a foreign supplier
firms may sourcesfromawivemsehy establishing a fo
5) ; this is somedptmewe cafl fl ®hloarsitnlgy , switching the
an overseas affili-aveed osuappf oeei glnArrow 5) may
involving the saleeoftdolrec’ghl af i mésatprocess of
fromaptive of ftsthfof$mgre ouUtsboastci mgonomies ar e
benefit from greater beneficial spillovers in te
j obs.

One further compl i defiomntitoon tohfe offshoring i S
di spl acement of production and jobs in the home
of fshoring may be defined as a combination of
outward foreign direct investment obBDIla}t, hamtke.di d
Figur e, the strongest definition of offshoring i
firms i mport services from a foreign affiliate
production and workers at home. | n dteHe nfréesonef a
used in so far aisntier prossteir hla¢ i baal and national
But in many <cases, the other areas (C, D and E)
di scussi on, not | east because t he avaidliashbhliegdas
bet ween i mports t hat do, and t hose t hat do not
activities. Thus, i n t he case of of fshoring,
underlyingewmekcraeci sions of firms from official
setcoral and national l evel s.

Figure 1: Defining Outsourcing and Offsh

Location Decision

- Domestic Overseas

o

'% 8 Domestic Establishing

a 5 Divisions/ T-’ Foreign Affiliates
2 8 Affiliates (FDI and trade)
3 — =
>

a @

o = Source from Source from

fg 3 Domesiic  ——p- Foreign Suppliers
o g Suppliers (Internationa trade)
Q

O

—p Offshoring ‘ Outsourcing

% For example, Gecis Global, General Electric[$ captive outsourcing operation in India, was sold and is
known as Genpact, with 19,000 employees and $500 million annual revenue.
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Figure 2: Defining Offshoring by Combining Inter
Empl oyment Displacement

B Firms Import services
A from thair foraign
Frms aimilates, disptacing
import sarvices  Production and
from foralgn Workars
suppliers, displacing
production and workers

{e.g., economic recassion, L
technological .

Examples of business activity:

A A U.S.-based company stops producing its accounting and payroll sarvices in-house and instead purchases them from a
foreign-based company.

A U.8.-based company moves its accounting and payroll services from iis domestic operations to its new foreign-based affiliate
sot up to produce these sorvices.

The mast common definition of offshoring includes the fypes of activities represanted by areas A and B.

c

G A U.5. company produces accounting and payroll services abroad through its foreign affiliates and sells them to other companies
abroad. These services do not directly compete against U.S. exports of services.

A U.5. company produces accounting and payroll services abroad through its foreign affiliates and sells them to other companies
G abroad. These services compete against U.S. exports of services, causing some U.5. production and employment to be displaced.

Source: GAQ.

Source: GAO 20014, p. 57.

This paper is strucltnonr 8dctgoefrmlajtawsn.al and nati on
are used to gauge the magnitude of the phenomena
di scusses corporate strmdcglesbmanurmtusfi orsshe gr

out sourcing and offshoring. Sectti oh B8 utds csuwrucsisneg
of fshoring for jobs and professions. Lastl vy, S
economic bal ance sheet of t he i mpact of out s
economies, before drawing implications for public



1 0ffshoring as I nternationa

Of fshoring in manuhfeacpmuad¢ctmigce of sourcing compor
assembly around hae eoirdtded for some ti me. But

— particularly in buiss nasbBwdley vieeent phenomenon
1990s. Because 'sofnotvhee tlyat theeradl!l i ne news t end t
of fshoring of cal l centres, back office data pr
R&D t han about t he di spl acement-makiig, ole$ edtnr oap
assembly, or automobile components manufacturin
magnituodfe of fshoring in services, as compared to
Establishing this benchmark appears to be a good
the reasons why services may, or may not, foll ow

Capturing of fshoring trends necessitates combi

statistics: namel vy, on international trade, for
empl oymentscudAsedliin the I ntroduction, the strong
i nvol ves a home country company or gover nment

domestically with imported services, |l eading to
(GAO 2004, p.1) (beretlRFiguBechon, we examine inte
FDI data, whilst | eaving the discussion on empl oy
There are difficulties in matching definitions

restrict ourselves to exraandieni amd ifndadreein@n i dhakctt
(FDI1) data only. I n international trade, from a
by a-blhkked company from overseas are considered
service (e.g. data processing orliaedediegpihoalel x at
telecommunication | ines, rather than physically

manufactured goods, it i s shtaisleld spurpopd uiceedr bayn da pfao
a UiKased i mpOftehoriisngt herefore notthhengi mparet itnhga r
intermedi ate goods and services. There ar e, h o
just on international trade data to gauge the ex
t hat t he dat a sbhaoswe dt heantt i WK es have purchabgeaed ser
they do not indicate whether these entities had
same services from domestic UK sources. The ot
di stinguish between goods and services used by p
as of mghdrsi currentlandetfineaed sol d directly to ho
this probl em, the inclusion of the | atheextienti mp
of offshosongcamgdsi on.

“It is possible to use the input-output table to separate out intermediate use and fina consumption in

international trade. For example, in the UK in 1995, 97 per cent of business services were accounted for

by intermediate imports used by business firms. The share for manufacturing sectors was much lower, at
8



Further, we would ideally likeéeroatombiahet FRdeda
to obtain a prectitseer epiadti wree ionfportance of capt i\
f

sourcing from an overseas affiliate) and offshor
i ndependent foreign supplier). aCapmparyoéesshbli
or acquiring an operation overseas, from which s
But not all outward FDI would |l ead to offshoring
abroad for a variety of reasons. At o neek ienxgt,r e m
resulting in no international trade ifhehhoestout y
country. At the other extexepmogrrtolPls szhmange ,b er eisnulan
in 100% of thexpotrped back to the home country.
alos exi st, with some outoput consumed at home an
therefore no way of sizing up how much FDI | eads
Bearing the above I imitations in mind, this Sect
of the owhirfdts tservices in international trade and
why this shift i s happening. The Section then
regional distribution of trade and FDI in service

1.1 International Trade and FDI in Services and Manufacturing

Services constitute over 70% of mo s t OECD &econo

emerging market economies al so. I n 2001, ser vi
72% of GDP in developed countries, 52% in develo
(UNCTAD 2004, p.xxi and p.97). I n the US, 78% of
Al t hough the services sector i's much | arger t ha
some 10% of its output enters international tra

manufactuwWwomlgd Bank 2003a as <cited in UNCTAD 20/
reflects the fact t hat mosisteoembil eesanlddavhweniceerh ar

produced when and where they are consumed. Thi s
noitradabi¢eitwnbgémfcescope -bordermr ossade) of many
Consequently even with information and communic

e tradabl e, world trade in semalilces
$7.4 trihlgi ¢ WTIOn 20®&/B)f actSemivi ces the
0% of world trade in 2003.

services mor
compared to
for a mere 2

I n part to cope with the Il imited tradability of
shifted towards services. I n the early 1970s,

guartodr t he worl d FDI stock, but it had risen to
p. xXx) . I n Iine with the growing | mporstainrcvea rodf ¢
stock of services FDI qguadrupled between 1990 an
billion to ower (INCTADI 12004, p.97,; see also al
Services FDI is one proximate way'captigeegohigshabeei

55 per cent (Abramovsky, Griffith and Sako 2004, p.11). Thus, comparing the extent of offshoring in
business services and manufacturing just by examining international trade data requires caution.
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i . e. sourcing from overseas affiliates. It i s

FDI that resdublotrsddmade oiss captive offshoring.
Despite this growth in services FDI, the servicesc
the manufacturing sector, whet her it i'S measur e
countries. Thus, shares of valuesaaodded,oremglnoyarhd
relative to total national value added, empl oymer
i n manufacturing than in services (UNCTAD 2004,
service categories studied by OECD (20 Cxlt,i onsan
real estat e, and hotels and restaurantswhiiiamh t ha
inward FDI played the smallest role in developed
business services, and especially c¢comptunheort hamd r
end of the spectrum (UNCTAD 2004, p.101).

The devel opment of transnational corporations ha:
of integrated international prodborden nhewondwabké§i
| CEnabled services ihcoerpabesprpoaashans in all S
one or more activities along the value chain in

with activities elsewhere within their productio
not onl y -t pafrfeinlti at e uttr adl g, -;adffifliildtada e trading

context dfirimmttrade. For exampl e, i f a global S
service centres in Mumbai and Manil a, these two
other as part of a glob@dptseunéiBsBhenmmwarsipect of
compl ex-fiimtmr &a r ade, and there is evidence that t h

i n services.

I't is possible to assess thefrematiadei apdréaneer
in services for etsheg UNCITtAdDd 29t0alt, pp.123) .-fi rTnme s
i mports (i . e. captive offshoring) i‘ont hteaot apr i Wit t
servicressse from 30% in 1986 to 47% in 2002. [
‘busi ness, professional '"ahdl e cdamd cian fsiemancieasl s
(SeeTable 1). On the export -fsiirdne,t rtahdee srheamaei noefd
modest, at 35 %. In 2002, the United States mai
bil |l i omt hiemr privat,e @&amredviacesur plbisl Idfom$Biime s s,

professional and t.echnical services

These data need to be interpreted with the cont
particul ar, 90% ofoudlpahbaldokercwiosess nati onal bor de
there are groundcdg ffaurt upeojgeotwit h i n i nternationa
‘While the offshoring of services is stild]l in i
approaching rapidly. Of fshoring represents the
producti on activitya wogéewingtei sat itoonal di vision
production Oof( WeCVARZexQ04, p. xXxiv).

10



Tabl e 1: Shardiaofm [Tmtard® i n Selected Services, Uni

Unit: US $billion fiorffmwhn cthr &c k &
Trade in selected ser \ 1997 2002
| mports
Ot her private services 42 (47 69 (4]
Financial services 6 (46 9 (60
Business, professional an 21 (7 38 (71
Exports
Ot her private services 83 (373 123 (3
Financial services 13 (1§ 20 (2(
Busiess, professional and 44 (5] 65 (5¢

Sour ce: UNCTAD 2004, p.128.

Not e: Figures in bracketsfimditcraaadet he % of intre

1.2 [Tradability Revolutionlin Services

TheUNCTAD Worl d l nvest ment Reportof {2a@médnefdteatt sd
nothing less than a revolution (p.1h8)tra8Babivice
to be-tm@amabl e because consumptit bep diardt t®f hmrppdewnc
i . e. consumers and prodwcarnrsedhad Ttherke acseo,n ad f co
services t hat retain t his essenti al characteris
waitreshsaiimgg,uaed nursing care.

However, I CT has transformed a considerable port
ways. First, with dr amatiiccatfialnl sc oisnt st, e lgeecoagm aphi
not a barrier to the simultaneous production and
European consumers <can contact a centre in Indi:
processed, for instance. Seecpoarrda,t i OGT o ¢ raapldloedsu ¢t
consumption through dat a processing and storag
di agnosi s, patent filing, and payroll and benefi
t his feature of I CT. Third, servicesurairreg baeso
processes for service delivery can be standardi ze
(e. g. sof tware platforms) that enable such servi
of scal e.i nfTohrursa,t i on today can be standanbdieded,

from component s, picked, packed, stored and s
resembling mansufl&atr mairkgr 2004) .

This trendprowgacdsszeirnvgi ces i s happening at the se¢
towarsger vi ¢cimamwfacturi ndg.i veA léy outsourcing in
as well as in services has been to drive down <c
turning fixed costs into variable ones. One wa

out source the ownership of mhnxédchaeasehg. ti Mdcuope
11



service and contract assembly firms, such as Sol ¢
br atodvni ng <cl i enmanfuifrancst ua i ngomedeingamrd ( Sturgeon
The rapid growth of temporary lealcmura nag eMacnipeoswe rs
due to the associated demand for flexible | abour
directly.

As a result of these factors promoting the trada
the services sector has chanlgedtywves of meemwvitdbhed

mor e rapidly-trhdablneontypes. Mor eover, busines
tradable services, outstripping consumer demand
some received wisdom about services L8at hws heénl
turned upside down. I n particul ar, not al | ser v
manufacturing, as the use of I CT requires a consi
can be del i vered. Al s o, technical and imrofes
i mportance relative to personal and other | ow ski

national 'secaocntoimyi t i es may be diwirdaedicingosebte
including agriculture, mining, angdrmdoaofagtsaetchec
he | atter mabye fcuratshseirf i ed -orniteon tceodn ssoeorevaibal eys a( |

istribution and financial services) and busine
usiness firms and governments. A signi fairceant p
T services, buevemebieggesr asiegment of -eeableds w
ainly in professional services such as market r
nd accountancy.

One consequence of t he above changes IS t hat
Classificationsn(&S&b6ICskgcuismegl of fici al statistics
to cope with the changing nature of services. F
CommersxseBureau of Economic Analysis (BEA) <collect
n private serviee"dS banhwwedéwr ¢ihhgn entitidetal BEA
i vate Sefrivwiecesubcategori es: travel, passenger
g. freight and shipping), ropahtressaamd.Serevé e
c at eQytohreyr PrivaescoGrsivst of si X i t ems: educ
i ; i nsurance servicebusitnelssgcommuaf easi on
I (BPT) services; apdr withest harse vitdheas. a
y associated with of ¢ sh@mriomgg,ameiuch Sar v
i ng, and | egal services. I n 2002, tot al
' 1 i onOtber 5P%Wi oat,e VBleirovh cwas bigger t han
nse fees, or passengle/r) fares (GAO 2004, r

DLHLYQ TV AT
SWO D®Dm®D® 0D

[
n
r
u
5
I

oO~NO SO0 = o

(0)]

millyar t he UK dove@efrfnimeentof Nati onal Statistics (
using its SIC, which HBRwsian esast egeorrWihdcens $ edt or e my
4 million people in the UK in 2002, of whom 14. 2
rest wenr eot her types of business services, i nc
accountancy, market research and consul tmacly, anc
as 45.2% of emp'Bogmeaets s i Sewavsi ciers a cat ée@tohreyr c al
Business Sermawnidceégaumi fth of t hdltahbonurt urrenc riwaist menn t
the provision’dfsemperFsgmumel 3) .

12



Figure 3: UK Classification of Business Services

Figure 1: What is business services?

—
Cemewes e

[ 1
| "™holesale and IT-enahled services IT-Computer services
retail trade (85.8%) _ (14.2%)
[—Financial activities —Renting of machinery, Software consultancy (32 %9
_Transpuﬂatiu_n i equipment and other (4.2%) [ata processing and databaze
and communication —Research and development (2.6%) activities (1.6 %)
—Real estate® —Legal activities 7.7 (%) Hardware consultancy (05 %)
—i hd aintenance and repair of
Hatel and restaurants —Accountancy (5.6%) sampuing machinery (0.4 %)
—Public administration
I Health —Market research & mngent Bluzineszs and management consulancy (5.9 %)

M adet research and public opinion polling (1.1 %)
M anagement activities of holding companies (0.5 %)

— Other services . - ! A o
—Architectural activities and (ﬂér.céh%cmral and engineeing adivities & consulancy

technical consultancy (9.6%
vl ! Technical testing and analysis (0.7 %)

—Education cansultancy {8.5%)

—Adwertising (2.4%:)

Labour recuitment and provision of personnel (193 %)
— . . Investigation and secuity activities (4.3 %)
Other business senvices Industrial deaning (106 %)
(45.2%;) Photographic activiies (08 %)
Fadiaging adiviies (3.7 %)
Mote: % in ) indicates employment share inthe Uk in 2002 Secretarial and transl ation serices (0.6 %)
™) Real estate is sometimes induded in business senices Other business activities (3.9%)

Source: authors’ caloulations using ABI data.

Source: Abramovsky, Griffith and Sako (2004)

I't is evident that in both tdwaddheamd eglorgaceon,t al
an amorphous collection of services, some of w
of fshoring than others.

1.3 Global Patterns in Services Trade and FDI

Which countries and regions are |l eading the off s
answer this question, we need to examine the con
Il ni nt er nattircandeel, the top tovompwtpeorr taemdé ioff or'mat i on
ar e Il rel and and |l ndiaa.br oddldwevera,t egbry ‘otthhaetr cor
professsieadonwdlaemlomputer and informagioonsiedeneegs t
two exporters are the US and the UK. Judging fr
in the US and the UK, one might be forgiven for
oriented econdtmiaes nar ¢ owar ds trade deficits i n
However, both countries have had sustained trade
a minor |l eague, many of the emerging economies
services. The majowstycourtheor®Ps$t flevel oped c«
there is evidence of greater i mportance of emergi

MAJOR TRADERS I N BUSI NESS SERVI CES

World expecompuatmdi nf or mati onweeevestebmated at $7
i n 2003 2 W0 ©, p.276). However, business proc

13



accounting, auditing, cal l centrwsgheandpr RES®s sairo

servi,cewhich are estimated to amount to at | east

p.276). wedeexami ne rmajears httae t wo c dctoengpourtieers,and
information (sCalrSv)todadnselr prof essi’onal services

The two top exparptudres aafnd i nformani @W08eraviecds e
and India, which are generally knowaf fashdrhiengnao fn
services. The US, t he UK, and Germany foll owed

five, except Ger many, have sustained a trade sur
billion in the case of Il reland and iImdfher¥&dSpaat
$4.1 billion in the case of the UK (WTO 2005, p. 2

I f a broader cat egdortyh etrh aptr ocfoensbsii hoem a'dl o mputvdérc eand

i nformation isserwormrcseisder ed, the top two exporters
with a tradefs@®&n®@l bsl I ion and $28.8 billidsn resp
trade surplus is | arger than the US in absolut e
significance even bigger given that the US econo
economy. Germaapnd Fhentlet herlands follow these |
exports, with Germany and Netherlands having siz
small deficit (WTO 2005, p.278). Il reland is rantk
Mo st trade in business deveiopedisowbrt weesn. For
200 2, al most 70% off h eeaxopnomretrsc i afl services were ac
thirteen developed economi es. While sourcing bu:
countries has undoubtedly incsmabkkd, Nevest Bel b s
examine t he maglhat ivdée exports and i mports of S
economi es. I n computer and information services,
much as it exports with a smal./| tradeolsaunrdp | airsd \
Czech Republic have a trade deficiprdfsesesidadalr e

techniscearlvi ces, Brazil has a trade surpl utshr ebaut |
CCE <countries (Hungary, Czech Republic, saed Pol
Figure 4b) . Thus, despite t he emergent phenor
of fshoring |l ocations, on balance, many of them pi

they provhdreesto of the worl d.

FDI DI STRI BUTI ON

Some three decades agaoa,potrragdn omat ifomanl deeovel oped ¢
al most the entire outward stock of services FDI

for -ttwords of the stock of the nine principal hoi
the 1990s, howesyseshanehemdd of adrloeund one quarter
stock (UNCTAD 2004, p. 99). Many ot her countri
economi es, have become out ward i nvestors durin
count'resbhare in outward FDI stock in ser9cesn ros
2002. Developing countries also increased its sh
in 1990 to 25% in 2002.
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Figure 4: Trade Balance in Services, 2003

a. Computer and I nformation Services
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Despite this seeming geographiotafsideeepei skeentibnd
are concentrated in a relatively small number of
and ot her I T servicesnanmeluy Icroaulnamd,esl ndi a~ Cana
accounted for over 70% ofofthtsd ste@tvdlc emari kne t2 0f0dr ( M
& Co 2001 as quoted in UNCTADTfZX0O4bu epi.nle5s9s) .s e rDveif
mor e broadl vy, A. T. Kearnegs dmamtdh eoditnt rabéi vermesss
| eading destinations for of fshoring, t hat I ndi a
Mal aysia, the Czech Republic, and Singapore (A.T.

EMERGI NG MARKETS AS OFFSHORI NG LOCATI ONS

I'n order to asses&eemenmgi od fmdooring | ocations, [
at t he case of I ndia with t he |l ens of t he t h
corporations (TNCs). TNCs invest generally &eith
use those | ocations awsi tehx paocrcte spsl attof olramsa | resour
cost l abour or natur al resources. The offshorin
mainly falls unddrattfloe me¥@Pdrtcategory. -CThest avai
Engl-Bphaking | T special astgesvoutbe Usgdl byg TNCs
export destinati on has been the Uus. However, t
were sequenced differ in the case of software de\
more recent -emaskel ®d bdsiness ser.wices on the othe

Overseas demand has plagyeduacenseasnahnofédshore
software developmenotoitSI ANChi snitially demanded
to work on site tihseoctanlel edS pr alcdady es todpp'bed or e
of fshotasg§gs to India in the 1990s. Out-owhedhi s
I T services companies, such as TCS (Tata Consult
Satyam Computer, al | of which are rapidly gl obal
to serve lgleonbtasl. ¢ They are also diversifying int
business services more broadly defined.

By contrast, TNCs have played a more direct role
enabled services (I TES). For exampl é sh&dnar xlapl
out sourcing operation in India, which was subseq
now employs 19,000 globally as Genpact. Accordi

association f orseroVitoveorvea demdaf ffiolriaxctgaoowmd f or 58 %
of expooftfsstobusi ness processes in 2003 (UNCTAD 20
the balancechptwegenof faffwdfistm@r e odtrseonaicrisngf | ui d,
some TNCs (e.g. GEheiBrapt dveeotf f shoring baesgeg, w h
| BM) are acquiring I ndian companies to enter t h
business services.

The following gains accrue to India for being an
ar e adapted from WTO 2005, p . 288) .f sTofd wdi & f
devel opmentenaanbdl eldT services (I TES) are noted.

(a) Earnings from exports: the value of exports
from India rose from less than $0.5 billion i
This is a spectacuea@aadeg.rowPhrt nofa tdhis growtl
switch fasomeomsoftware devel opment in the Uus
recorded as exports, towards providing servic:
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(b) Empl oyment creation, especially in cases of L
NASGOM, t he Il ndi an I T i ndustry e mp2l0ad0y0e, d 2 ¢
expanding to 813,000, sustaining an annual |jo
199-2000hody shdpme amgt t hat the | ocation of e m
much in the US as within India.

(c) Il ncreaselinnvesament, espeoinasltiryaiinedc amistt alc oL
t his probably applied t o Il ndi a, because i nv
exporting sector are |likely to be net addi ti
However, crowding out may ToNGscmaesi antisesuef il
firms out WBCghdivesting their captive offshor]

(d) Technology spillovers and other linkages to t
l inkages ar e generally found -pbatlbher nm ma&lDI
Nevert heal esshsi,f t'‘b ofdyo ms h o ptpd ngf f shoring in I ndia
provided more incentives to invest in infrast
l ocally based entrepreneurship, and greater
and managerial capabilities.

Thexmerience eolfedexgproorvtt h in the newly i ndustria

(NI'Cs) in the 1960s indicates that rapid growth

not generate sustained devel opment unl ess t he

i ntegr atnetdo t hee cloomoanly over ti me. I n Il ndi a, do

software and services industry accounted for onl\

billion sales in 2003/04 (NASSCOM 2005) . Thi s, |

Il ndi agrover nmmept Omotoifonsoft ware exphreest dlhiriosulgment

Software Technology Parks. The challenge is to

creating linkages to the |}boacsaeld eocpoenroantiieosn sa sdilvred

software devel emmerdtedt aselsTand solutions.

For other emerging market s, there is a choice be

I ndia (and Ilrel gomdb)ceadsi agpamines, and alternati ve

to retain greater |linkages to the | ocal economy.

This Sectionoriloxuse offshoring, i . e. economic ac

borders. However, of fshoring is only a smal./l pa

out sourcing thhagptpening within national borders.
perspective atfe sdormoegy in the next Section.
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2Corporate Strategies and B

National governments pl ay a part i n affecting

of fshoring, through their macroeconomic policies
and edarcatnd training policies. Mor eover, a S i
out sourcing and offshoring in services matyi cmane
and | ocal government s, and public services?®(such
However, unl essst amad urhckercri teria by which execut.i

private organizations are making outsourcing deci
make sense of the extent of future grPwth in out s

How do firms createl uaendi negalpattmarliei siang producti on
Wh a t activities and funct-honse3hoWhd Wwdakeptctimn

functions should be kept at home (i.e. within na
i mpact of these decisionscioent ilreeme aardd i b ewh adt o w.
corporations take those |ikely impacts into acco
These are questions at the heart of Strategy, to
and Hamel 1990) .

Many writers have f oculsehdasone ntahbel ewda ycse nitG al i zed |
hierarchies to hdeaomeg chi aeven decentralized net
‘taken to its | imits, outsourcing cdn( Meaelnadrea 2004,
p. 7). However, as Malone (2Z00O4&r)ecandg otoheds haLu
utilized to enable centralization (to exploit e
decentralisation. This implies that in order to

® It is government offshoring that has encountered the strongest opposition in the US, during the months
leading up to the November 2004 presidential election. See UNCTAD (2004, pp.210) for a list of
proposed state |egislation restricting government offshoring.

® This section focuses primarily on strategic decision-making by business corporations. To the extent that
public sector organizations and private business firms are driven by similar considerations for efficiency
and cost reduction, the same analysis would apply to public sector organizations. Moreover, offshoring is
a political issue, requiring not only governments but also business corporations to integrate their market
and non-market strategies (Baron 1995). For instance, Nike initially considered labour standards at their
suppliers they did not own as none of their business. But in reaction to pressures from consumers and
NGOs, Nike came to formulate a non-market strategy to monitor, and to be accountable for, their
suppliersfdabour standards (Locke 2004). Perhaps there will be atime in the future when similar pressures
might be brought to bear on unsocia shift patterns and long hours a call centres and R&D labs in
emerging markets. But employees whose labour standards would be addressed would not be your typical
child labourers from remote villages living on subsistence wage, but well-educated college graduates. A
guestion mark also remains as to the extent to which consumers and NGOs would be able to leverage BPO
offshoring operations in the same way that they had done with branded retailers. Consumers would bein
direct contact with employees of these operations in the process of purchasing some business services, and
retail banking and insurance companies certainly have powerful brands to defend.
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strategies on corporate structeme, owe crow ptor an &l 54
rat her t han t he mer e enabling power of I CT t
coordination costs.

This Section discusses corporate strategies that

We have already noted in theonpryevl®%so f®asdyliudinc & ¢
crosseational borders. Of fshoring is therefore t
more gener al trend towards greater specialisatio

out sourcing that does not cross i matmagmalt utter d el
of fshoring (see Abramovsky, Griffith and Sako 2¢C
output tables). I'n analysing why outsoupaiimtgs i s
t haare oft eanp prnedceirat ed.

(a)Outsourcing i s happeniwgrtiicral {oyn d elg rsat & e
production of i nputs thadst fgionailntpor oaducbomspany
Qut sourcing i s al so h a pupnebnui nndgl eem ¢ -ceend egral t b e
processes in corpor.at eNhfidmdt itdhres f or mer can be
decinsimade at t he factory or di visional |l ev
corporate executives and chief finance office

(b)These two types of out sourcing give di'fferer
growtamd upgradi cegpaebkisl i tiln vertical di sinteg
upgrading i s by moaghdgowpstream i n the supp
ultimately facing direct competition with cli
corporate function unbundling, supplieérs m &
expertise withoetushesdcbomeadi ti on.

(c)Compani es engage i n both domestic out sour ci
Gl asgow) and offshoring (e.g. from Newcastl e
advant adgel odfal |l abour (Roachr 296 4) . fwbusstont |
wage is understandable for political debates
deci sions are made by taking account of many
i ncluding selling assets and exploiting gr e
economaedprcess standardizati on. Qutsourcing i
sharehol der val ue busi ness model |, whi ch gi ve

out sourcing decisions at the corporate headqu

The Section i s structured as foll ows. betPFneresnt ,

vertical di sintegration and corpor,atwefpheté ot he
i mplications ofouetascohurtcyopeg enft ry and growth strate
operating in both developed and emerging mar ket s.

2.1 Vertical Disintegration vs Corporate Function Unbundling

Outsourcing is one form of restructuring by the
compl ex producti on net wor ks t hat Cross national
di stincti ont whoettwepeens o f out sowert ngal naimamilaptde gr at
‘corporate functi.on Tumibsundil sthignction is often ign
shi ft our e
components di

mpirical f ocus from manufacturing (
vision and sourcing seats from it) t
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products firms sourcing human resource services

However, business services outsourcing i s as n
unbundling as vertical disintegration. Whil st |
out sourcing tion roerdduecre cost s, each ha di f'doerrent i s
compet éncfe t he corporation 1is redefined and (b)
incentives created for suppliers to diversify anc
Vertical Disintegration

Thr ohuignt er nattircandael and FDI , transnational corpor a
complex gl obal net wor ks of geographically dispe
resulting global val ue cidaiinvenmayashbe npcriadpdeutcaelrs e
i nt ensauwteomohbmialnuf acturing. Al t ernat idvreilvye,n,t haesy ir

the case of producti on -opwnoicnegs sreest afiolrertsr a(nsduc h a
‘manufacturers with(a.tg.f aitkoea)i.es The 1990s saw tF

manufacturing inick,S.wietlhecdammani es such as Dell
out sourcing t he entire manufacturing and asse
manufacturers. Solectron, one such contractor,
80,000 employees in 50 locatniless,r ewiemhie$S20d RIOIOIOI
Humphrey, and Sturgeon 2004) Contract manuf act
assembl vy, for instance Magna Steyr in Graz, Aust
employing 9000 employees on site.

I n manufactumdlgor t bdeeyci si on i s about whether or
into the fimnanl product shouhodudve @mrodutsedurn aned
independent supplier. For exampl e, Gener al Mo
componenthousae at their paButs Wy vispioams ng out t
di visions as Del phi Corporation, GM now sources
cockpits, seat s, front end modul es, etcveftbmal ni
di sintegr avthiiocnh happens when soutbroggltompohkents
cheaper than sourcing them within the firms Ope
uni on wage at suppliers, are relevant't hamseactaisom
cos'twhich are the costs of searchingdi matgioan,at ao
di spute settlement in business transactions. Tr
hierarchy (-fiem)watédi howered with greater standail
|l ess customi sed ‘das:msveetst sneend isf iecciotnyomi ¢s jTénin gorn)s wl
out sourcing of components and final assembly in i
el ectronics i s associated wi t h t he rise of o]
standardi sed modul es that can be mixed and match
aproach to outsourcing.

Vertical di sintegration i n manufacturing gather
response to thanrpsedabidean supplparadigm devel o
|l ooking at t he Japahnteussetst ierhkeaprpd ccucdfi oh i wenrdy .d e In
practice, out sourcing i n t his context -tiempmr i
committed supplier relations, which were governe
by hierarchy. Even i f product specifications werl
cmplex in the sense of involving frequ-sepntviadgust
firms may cthaoagysreatther'mabeans | ong as it i s possib
‘rel atiooatracwiitnhg’ suppliers. Thus, ownership m

20



transactrieogovarned by mutual dependence, commi tm
exchange, and trust.

A similar process of vertical di s immatneudg raacttiuan n g
settings, such as financial services. For exampl
itsacms handling process to a third party provi d:i
and the assocadfaftieade biarcfkr astructur e What such a
input into the final service that the insurance
theame way as a component supplier (i-nalFligdarRP®
(business process outsowreaditngtlaggrgefeqgrags i ba Dhet he
chain.
U-Form Corporation
[ 1
Administration Products
[ | 1
| ey | " s
I I
BPO Supplier Component Suppliers
Figure 5: Vertical Disintegration
Corporate Funatniddn ngnkroednRfReal i zati on

However, there is also a differenierstdirdaaloli sBPoOx hwe
type concerns the outsourcing of business proce

rather than of i nputs that goseirnvtiac et hog fai ncao mpparn
exampl e, every moder n firm has corporate func!
Accounting, Human Resources, Sales and Marketincg
ReseanodDevel opment . As the focus of outsg@urcin
to services, out sourcing of business processes Ww
become just as important as outsourciisngo foofeni npu
made at t heowerslkoookii ng some of the i mportant caus

thercent phase of outsourcing.

To home i n on an i mportant dhaeusehanfdl ewuit 30 u rmaic
corporation is a betterl nsttahret i nyge nptoiientthr awewdtur y
corporations with a functional or g-&mir snatmeo nt ost r u
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develop specialised corporate functions manned b
functions had beéonverrehgeaarddietdhearst o unt ouched in pre
cosctutting efforts including t hrough vertical d
marign a l returns from retrenc«clorhd mmtr iwow &klewisn ga nldl u
wor kers become smaller and small er, f rernnhsa nhcaivneg n
efforts by peet hea@gdmiwaiystatati ve structure of pro
Business pubsesgscing, of processes in corporate f
‘corporate functi’onnmhuingbauyn,dl amdg may affect organi
whol e economy, both public and private, and i n me

However, t he pot entsiaawli ngordoess not end there.

porations have gr own t o provide mul tiple p

tidivisional-caltlrakotrMm)e ( slon -d éhd esntsreamhii sed stru
production division hadgiivtes fawmrctseinsof @&d mii

w
r

I

ch

ch developed theirtr own processes and ways of
sks

t

f

® 3 0
D C O

that could be made more efficient i f stand
cost s and to improve the gqueal sagme of urscetrivdrc
i ions can be bundled together, i n
esimaonbhti firms such as Proctor & G
h centre to carry out mpgoaerdsEaman
ources e payr ol | administration). |t i s
iciency ga i's greater fdrorm) muhandifwirsia ns
duct fFiorr m) I n some <cases, such a stha-red se
s e, to exploit economies of scale internal to
centre is sold to an independent business ser
enhance the efficiency and the quality of serv
function unbutmakimg away functional processés fro
al so simultaneouscleyntanalaicstatofonr eby the corporate
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The Rise of t he Sharehol der Value Model and Landn

Curiously, most ‘cacpoviateedunoti on udumédrutnrddli’'ingata no
havehappened since the | ate 199Mnser imainniworilrd. t h
should this be the case? It seems toou tbhseo ubreiccsanugs e
associated with the |1 CT revolution and the rise
enabl ed real economi es of scal e to be, elxpild pe t ¢
out sourcing deals have enabled gl obal compani es
count and shift a cost centre to a third party toc
Therise of the shareholder value model of corpor
promottimigs type of corporate restructuring. Wi t
possible for the outsourcing decision to be made
hierarchy, including at the decentralized |l evel

Howeverwictoh porate functi on dreeh wsn dlni mgu,stt,heby t he
of tdheeci salbbwaybse more strategic and can only be t

headguarter | evel. Chiaenfd Foitrhaemnrc €e X@fafuitscieegessar e o f
l i nked tohitehveemeht target cost savings and i mpr o\
( ROA) through outsourcing. Divesting and outso
centres help achieve these targets, and i mproving

outsourcing.

Thus, | adrngaer kl aonut sourcing deals typically include
of asset in the form of a shared services centr e
i mproving return on assets and for stock market
services ogt deianfsliutdreose in the human resousrce fi

outsourcing to Exult -p) Claddd oAdliam Ba@&G3IpPur 8iTng
Accenture HR Services, asn dd eParlo cwtiotrh & BGvA ntl loeb a | Se
and Tierney 2005) .

2.2 SuppliersCEntry and Growth Strategies

I n both vertical di sintegration and corporate f
out sourcing depends in part on the capabilities
rel atitomerteogui rements of t hse nterva nmarcketonspache op
fresh-spsarand existing firms enter. Over ti me, t
the nature of their relationship wi-thmelteajec€¢io
and incentives built into upme aquingetdief feramptabi
on whether we ar e i n a vertical di sintegration
unbundling setting.

For exampl e, the gl obal producti on net wor k for
transformation from the 18508l yvohabeth©®©9@piceNDTr
oriented clothing manufacturers shifted from Jap
Kong, and now China. The type of tasks undert
changed enormousl y. They were initigalsliyvpdtebcont
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trim, andt assekve based on detailed instruction anc
firms But by the 199 (sacksagme stugppdmerfsyl Icapabl e
clothes, making sampl es, sourcing the needced in
developing retail outlets Tweubgtaeimg oowin bBoaalds
capabili‘tmesr tiyotho t he gl obal value chain generat
l inkages t o e meregcionngo nmiaersk. et

At the same ti me, wh etni csau plpyl icdeirssi nitnegvert ed mar ke
capabilities, they are |likely to engage in an i
downstream, in direct compedmpgarmnme winedasd.he lIcrd ielnda
assembly, for instance, i as3amiwhy,cenchaasoALER, I
compete directly with their clients once the for
goods.

By contrast, in markets for corporate function
services do not competmariknett haes scalniee nfti nfailr ms . Fo
i s i n t he business of providing | T ainsdt odtaHdry
unrelated to the business of providing intermedi:
P&G market for consumer ppoanadtsoctultpma satse.soaCons
suppliers may grow over time, to occupy higher ve
not in the same mar ket sppadd naad tntag keltisent Tfhiirsm p
in a relativelyvs$svbsgypasht iodmmrcot exerci se mono
power . | f Johnson Controls fails to make and ¢
Mot ors's @Nsembly |l ines would stop. However, i f
payr ol | or travel e X ppe poreosd uxcnt itviemvea, o tRIZ@G bt ebe aff
so directly. Table 2 provides a summary of t
di stinction between vertical disintegration and ¢

Tabl e 2: Di 9teit weteMemnt i cal Di s iamtdeCgorraptoircant e Funct i
Unbundl ing

Vertical Disintegt Corporate Function U
Suppliers ma k e i nput|Suppliers provi deo rspeorl
cl i énftisnal products or|functions, such as

Mar keting, Purchasing

Upgrading (movsopgply Deepening functional

may involve invasive g9in a different mar ket

in the same mar ket as |[final mar ket

Bilateral monopoly is|Client firms are in a
suppliers engawp agdi byno monopsoni sti oi-&pio
exercising monopsonistsuppliers.

I n vertical mar ket s, suppliers typically attemp
moving on from simple assembalnyuf aot ucroompgo,nedeési ¢
mar keting. I n markets for business services, sSuf
climbing t he val ue added | adder , by moving fr
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transactions. The complexity of tramceagseéoinsdist

jargon, tfrraonns act it@wnraansf or mabiuosalur ci ng. Trans
outsourcing is defined as outsourcing that f ocus
application of standardi zed solutions t o aut om
prmesses, one by one. Transformational outsourc
out sourcing that focuses on i mproving the &effec
function such as Hu man Resources. It buil ds

i mprovement plf drura,hem integrates mul tiple proc

resources for the retained organisation to focus
then derive higher value added by providing more
price therefore),ingredvbygegarodatdl| oser to the ad\
consulting end of the spectrum.

From a gl obal perspective, there are four mar ke
business services. The first is deep domain ex
‘Pure 'pfayms, e. g. Exult, SynHRG, and Xchanging,
private equity firms such as Gener al At l antic F
These anchor clients are typicallyobpowmfti ehd o
are |l ookilnlg tthoeisre asset s. The second entry point
in a corporate function, such as payroll or bene
recruiting (e. g. Manpower , Adecco) . These firr
services inraowddded emapinly through ME&A. The thir
I T technology, where firms such as EDS, | BM, AC
technol ogi cal e X p e rctail d @aesdst-éota sbeudi | rdo dsed of busi ness
out sourclhansgt.ly, theyfpothtens consulting, with fi
of fering business services in multiple functions
etc.) on which they give strategy consulting advi

2.4 Implications for Upgrading Firms in Emerging Markets

From padespective of suppliers in emerging mar ket s
t he foll owing. First, t he characteristics of
identifying opportunities f or—- mare.et ouetnstowr.ci @’
geographical- disstmamee possi ble because | CT has er
content to be digitised, (b) processes to be se
f aeteef ace contact to be replaced by contact <centr
of these three f eataucrheiseveannneoatsib e , then offshor
Thus, software devel opment i s mor e di fficult t
payrol | administration. At the same ti me, suppl
moving up the value <chaed, serrwint est athodacdszomi ze
di stance becomes a barrier. This would promote
providers, as they engage in FDI activities to

abovekody shd,ppiimgt he US and Europe.

Second,orapmities for broadening and deepening su
part on t he point of mar ket entry, and i n par
di sintegratingumbundttalhgiyr ocor porate functions.

firms theremoveupnayhe suppby dacedwélnopi ng more com
hi ghwal ue added softwar e; t hey may i nstead or a
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services for unbundl ed corporate functions. E
acquirdngfearent set ofl skikbs and capabi

For now, it is often stated that the division of
that provdast |lefwficiency in transactional cutsour
owned gl obal suppliers that provide higbearcvabue
Over ti me, however, the nature of specialisation
mar ket suppliers become more capab-te®head oviatlh tame
|l i kes of GE, | BM, and Accentur e.
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3 I mpact on Jobs and Prof es

One maj or nouvdedrl eof f shoring |ies in relating it t
Section attempts to eliminate this muddle by exar
by four categortbdatohkewpéshering to jobs: (a) j
t hat rely oenmeanntnso unfc of f shoring by individual fi
wh o aggregate future projections by compani es;
simplified waissorfroim interntadi pnajedtrade over al
gain from offshoromagmi satnsd whdo) aerdeh eawwagwaloft heor e
caveati:n examining the impact of of fshoring as t

and wages.

To this, I would add a fifth category, namely (e
main i mpact a@f asf ftshleorrierpackagi ng of tasks within
redrawing of boundaries i n t he system of prof e
phenomenon requiring attention by businesses, pro
policy makers. Int armt jaus tt mes danmpmonl y made call
with the fact that job displacements are concent
comparison to the more dispersed benefit of 1incre

This Section examines eachsobftheafysescanegarn.

3.1 Companies and Market Analysts Project [Job Exportsi,Jand Hence Job
Gains for Emerging Markets

As shown i n Figure 2 (in the I ntroduction), t h
i ncorporates immediate jolfditdhel adedmerritt i @an. parHter
is indeethdalppuitng j obs Ammowamncements by individual
t he most direct source of i nformation. Maj or e
7000 jobs from Britain to Indi 400y -ROOKce H|SBICs c
I ndi a, China and Malaysia by the end of 2003; BT
I ndia by 2004; and British Rail creating 600 Na
(UCTAD 2004, p. 168, confirmed by FACTIIWAt lsieargrhg\
mar ket for business services, it i s not al ways ¢
new overseas operation, say in India, are displ .
country jobs.

Next, mar ket analysts such as Fperesthber Rasear wl
projectiomasetipat marily based on intelligence gat

companies about their outsourcing and offshorincg
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such projections are |isted in Tablee3notUdioect
comparable due to differences in the coverage of
the time frame used for bealcyidiesd. amPerglsap s htehet |
been Forg eprnejrection that 3.3 million ¢$eidecedej
United States by 2015. Oof the 3.3 million, Forr
would move between 2000 and 2005.

Typically, experts with economics training react
smal | magnitude OJfprtohjeescathninolny $£s ctomdawehxotl eofeconomy
For exampl e, Bureau o Buwdiorugs sStmamplsdy ment Dynar
series shows that the US economy creates and des
7.9 million job gains and 8 million job |l osses ir
Table 3: Estimated | mpact of Offshoring on Jobs
Source Scope and methodology Findings

Bardhan & Kroll®
(University of California,
Berkeley)

Scope: All services occupations.

Methodology: Identifies factors associated with
offshoring, applies them to all occupations to
determine which may be affected, and sums total 2001
employment in these “at-risk™ occupations. Does not
identify the extent to which offshoring occurs in any
particular occupation.

Finds fourteen million jobs in “at-risk” occupations in
2001, or 11 percent of U.S. workforce. These
occupations include both IT and other occupations.

Describes this as the “outer limit”™ of potential direct job
loss, not actual number of jobs that will be offshored.
Study does not provide a lower limit of potential job
losses.

Deloitte Research®

Scope: Global and U.S. financial services industry and
employment.

Methodology: Surveys major financial services firms
and applies estimates of the value of planned
offshoring to industry costs and employment. Uses an
estimate of U.S. financial services labor based on the
industry size in Germany.

Mote: Deloitte provides consulting services to
companies.

In the financial services sector, B50,000 jobs may
miove offshore (15 percent of industry employment).

Forrester Research®

Scope: Examines 18 different occupational categories
in the services sector of the LS. economy.

Methodology: Ranks each occupation by four factors
related to offshoring, then applies a growing
percentage share of jobs offshored (depending on the
rank) for 2000, 2005, 2010, and 2015. Employment is
based on 2000.

Mote: Forrester provides consulting services to
companies.

Across all services occupations, 3.3 millicn jobs are
projected to move offshore by 2015. About 600,000
jobs may be offshored by 2005.

Gartner, Inc.?

Scope: IT industry and employment (IT vendars, IT
services providers, and IT jobs within non-IT
enterprises).

Methodology: Bases estimate on professional
discussions with IT suppliers and purchasers about
their offshoring plans and knowledge of industry. Uses
Information Technology Association of America
estimate of 10.3 million IT practitioners in the U.S. in
2003 as the employment base.

Mote: Gartner provides consulting services fo
companies.

By the end of 2004, 500,000 1T jobs may be
displaced. One out of every 10 jobs within U.5.-based
IT vendors and IT service providers may move to
emerging markets, as may 1 of every 20 IT jobs within
user enterprises (non-IT companies that employ IT
workers).
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(Continued From Previous Page)

Source Scope and methodology Findings
Goldman Sachs® Scope: Examines both services and manufacturing Estimates that U.S. producers have cumulatively
industry offshoring. moved fewer than 200,000 jobs to overseas affiliates
but could increase the number of jobs overseas to a
Methodology: For services occupations, bases few hundred thousand per year overthe next2 to 3
estimates of offshoring on two approaches: 1) years. Up to six million jobs could be affected by

estimated the share of jobs that could be relocated offshoring over the next decade.
abroad on a sector-by-sector basis, based on

conversations with industry experts and 2) estimated

the share of each occupation that could be offshored.

Mote: Goldman Sachs provides consulfing services to

companies.

Global Insight, Inc.! Scope: Examines offshoring in IT sector only (software  About 104,000 of the 372,000 IT jobs were lost from
and other IT services), but estimates economywide 2000 to 2003 owing to offshoring (or 2.8 percent of
effects. fotal core IT jobs in 2000). After initial higher

unemployment (2000 to 2002) primarily due fo
Methodology: Forecasts 2004 to 2008 based on an displaced IT jobs, net employment rebounded with

assumed 40 percent savings fo baseline cost jobs being created in both the IT sector (though more
associated with IT software and service offshore slowly than if there were no offshoring) and in other
outsourcing. Model forecasts the economy with sectors of the economy. Other effects include higher
offshore cutsourcing and without to compare the real earnings (due to lower inflation and higher
impact on key variables. productivity), increased spending on IT (diffusion

through the economy), higher gross domestic product,
Mote: The Information Technology Association of and increased exports.

America, a business group, funded the study. Global
Insight provides consulting services to companies.

McKinsey Consulting®  Scope: Focuses on IT and Business Process Of the §1.45 to $1.47 of value created globally by
Offshoring (BPO) costs. offshoring $1.00 of U.S. labor costs, the United States
captures §1.12 to $1.14, while receiving countries
Methodology: Case study of BPO in India. Estimates  capture about $0.33. This effect is due fo new revenus
costs and cost savings for steps in a re-engineered (U.5. exporis), repatriated eamnings, and redeployed
business process. Case study may not be labor.
representative of other offshoring cases.

Mote: McKinsey Consulting provides consulting
services to companies.

Soums: GAQ presantation of INMation Trom prvats sector studles.
*Bardhan and Kroll, “The New Wave of Outsourcing” (University of California, Barkeley, Fall 2003).

EDeloitte Resoarch, *The Cusp of a Revolution: How Offsharing Will Transform the Financial Servicas
Industry” (2003).

“Forrester Research,"3.3 Million ULS. Services Jobs to Go Offshora” by John McCarthy (Now. 11,
2002).

“Gartner, “L.5. Offshore Outsourcing: Structural Changes, Big Impact” by Diane Morzlle (July 15,
2003).

“Goldman Sachs, "Offshoring: Where Have All The Jobs Gona?” (Sept. 19, 2003).

"Global Insight, “The Impact of Offshore IT Software and Services Cutsourcing on the U.S. Economy
and the IT Industry” (March 2004).

SMcKinsey Consulting, "Offshoring: 12 It a Win-Win Game?” (August 2003).

Source: GAO 20404, pp. 44

Mor eover, the MLS thatea selhewrtehwatsatgiomrn as a rea
mas-sayoff job | osses for only a small fra@@3,o0n of
juslt3, 000 or O0.9% of tot al |l ayoff s. Preliminary
showed that 1.9% of tot al | a yoovfefrss evaesr er 'ed @®Ac@it b wtn

2004, p.34).

Once we move away from data that endapttwr e fidcagrapha rei
statistics, there is a difficulty in not being al
to recession and | osses due to of fshoring. N €
of fshoring has been blamed for the sluggish recc
years following the 20alll'jembesssircelcoeaGr oshen et
(2005) , however, demonstrates otherwise. ‘USThey f
jobs embodied i A nete.i mmoretssti mate of the number
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produce USmpenrtts domestically. I n 2003, 2.6 mil
2.4% of total employment in the US, which is qui
to net trade flows began to accelerate in 1997, e
was quite itlisggthtt,hewh fell from 2001-rteoc e2s0s0i30,n dpuerriine
Of fshoring is associated with |l oss of jobs for de
gains for emer ging economi es. However, it app
significant belt mhog agsepwbportion in the total |
of growt h, however, t hat is very rapi d. For e
industry in India show that software workers in |
from 235,00020M0 1®®9600 i 042qQIMNASSCOM, as referr
WTO 2005, p.301). Empl oyment growth in business
from 42,0002000 19®9245, 0-008.in 2003

This -sseudbt i on demonstrated that di fferent experts
about what are the most appropriate ways of coun
Il ndi vi dual compani es make g mieu nscha mpepnétds meblr ooilandg

jobs created in emerging markets that directly
anal ysts taeggfretguar e projections by companies. Th
i nformation for b unsaikniensgs. deEoish eirhneg woefl | t he nat
economy, however, economists are wsihghltlddiok hpati nt i
net effect, by ¢fakjiolgs aemlbhaoadited in exports as muc
i n i mports. At t his di fferent l evel of anal ys
international trade is quite smal/l relative to |
Thus, the assertion otbhdtostslees woex eoft hje | ate 199/
the feet of offshoring is not correct.

3.2 Use of International Trade Theory by Consultants and Economists

According -tbtadwet bdy by McKinsey (2003), every
to I ndidol dddss2. 14 in benefits back home in the
terms of |l ower consumer prices and | ower <costs
also projects a much smaller gain for a country
|l abour markeas.|l odfgpuas resources are mobil e, of f
be a positive sum game, as economies specialise
comparative advantage. Oof cour se, shifts in cor
people | osing |jobsteramdc htahlel ennlgerti s to facilita
wor kerssearch for new jobs in higher value added

McKinsey and other similar studi eg etmatbesefigt ¢ h
of fshoring thus assumes talawa'wshwis'’e beaefdist arleu
both home and host countries.

Thi s is the point watul dvhbeh wi se to |isten to a
Of fshoring | eads to gasuwbj datomt ¢ rtalde , udbwmaleat Beor
and practicd(Bhagwahbseet al 2004, p.94) . Two pa
of the Journal of Economic Perspectives have dis
US policy. They discuss the fact that i ncreasin
price of exportmporelsati vilhitso means that there ma:
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how much the US can get from abroad for every pr

can offset the overall income gains from trade, |
Moreover, mor e i ntenr nsagriwincad s tirsadlei kely to be a

means | ower consumer prices i f cost savings ar
devoting resources to more efficient and high val
gai ns, howevercri diepominldy he y aboifl it he economy to

introducing new products and processes that gene:
a simple product |l ifecycle applied, with a deve
specialising in product innovatiomcaméEhimatmeantn!
commodi tised, productia«mss$hilfotcead i bas |l oweMi t hout

more about the process of innovation in services
simipracduct | ifecycle indeed applieextenbusionehs c

devel opceochoemi es continue to retain their current
i nnovation.

3.3 Impact on Jobs and the System of Professions

A different kind of exercise in understanding j ol
|l abour emarlknd occupations more directly. Mc Ki n s
exercise by examining service jobs in eight sect
services, banking, insurance, pharmaceutical, aut
The study dcattlcautl a2 &. 3 million jobs in these sectoc
|l ocated anywhere in the world in 2003. They es
j obs, or about 11 % eorfvitcaetbhas!, gloawbal be carried ouf
only 4.1 millwownl|l ée@dt uelolsye be offshored. This mo
up is attribut esdpetcoi fdampbaanryri er s rather than reg!
barriers were said to include operational i Ssue:
of fshoring, and liensuf ficient s Cca

The McKinsey study seems to assume that t he nat
sectors they examined remain unchanged as a resu
The same | imitation is reflected in any analysis
statii cs. H ocawsekv ecrh,a n g e swidtoh joc Tt su.r There are many
that show that task changes within jobs have bee
2004, p.52). For exampl e, a shift from mass ¢
changed the noatkursdoopf fwooker s, whose job scope w
to include <guhealcikt parnaell € m sol vinndg i nanci al service
processing clerks i n banks mi ght have speciali s
exception, e. g. odiegidrias asi on Woft 'hd hmescku essc,0 pel eerxkpsa
to hand all typesovérexakps, ontop payments, addr e
OQut sourcing and offshoring, alongside technol ogi
i mpact on the way | obse apnadc kpargoefde.s s i Foonrs exra mp | e, e
became out sourced, I T professional s‘fracetfexpect
manageri al skills i n procurement , finance and 3
technical I T knowledge (Britishi mtiolmprultyi,ngasSoldR eg ¢
are outsourced, the boundary of the skildl set th
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i s being redefined. Not only do H R'c hparnagfee s s i

manageneretxpertise. They may focus on devel opi
working in shared services centres. They may al
expertise in compensation, training, or recruit
managers are said to be over, as points of ent r
vari ed, wi t &dintoi onal entrants wi t h a background
procurement, consulting, or financi al management .
These changes in the content of jobs and professi
technol ogi cal change and coruprocriantge. s tRuaktleigcy pfoolri c
as businesswopuladd iwel,] to take account of this di
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