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I.  introduction
The purpose of this paper is to identify the business drivers behind cross-border supply of IT and business process services and the adjustment challenges that may arise as a result of the increasing fragmentation of services production. It starts with a brief description of the business practice and its recent development. The next section summarises some of the key challenges that may face high-income and low-income countries. These challenges are then analysed in case studies that are based on experiences from the United States, the European Union and India. The final section concludes.
II.  Background

International sourcing of IT and business process services was until recently lauded as a prime example of the mutual benefits of international trade, enabling OECD countries to access scarce talent and boost productivity, and low-income countries to develop high-technology industries and gain high-income services jobs (see Box 1 for definitions).
In the late 1990s, a rush to update existing computer systems and a shortage of IT professionals led companies to search for new sources of IT competence. Large companies often hired services providers or established subsidiaries in South and East Asia to capitalise on the skilled and inexpensive local labour. However, shortly after the turn of the millennium, the IT services (ITS) sector went through a prolonged downturn following drastic cuts in corporate IT investments and an abrupt fall in the availability of risk capital. Many IT professionals in OECD countries lost their jobs. As pressures to cut costs mounted, many companies decided to increase their international sourcing (via subsidiaries and external suppliers) of both labour-intensive business process services and more extensive IT services from low-income countries. The resulting combination of sticky unemployment among certain categories of IT professionals and expanding trade in business services has attracted much media attention, with frequent calls for protection against foreign competition (Table 1 provides a number of guesstimates of the impact of international sourcing). 

International sourcing of ITS and business process services (BPS) from high-income to low-income countries has become an increasingly common practice among large companies.
 The main enabler has been rapid technological progress, which has lowered the cost and increased the efficiency of communication and transfers of information. Companies have capitalised on the availability of information, communication and technology (ICT) infrastructure to fragment their value chain and carry out different parts of their operations via geographically dispersed subsidiaries and foreign third-party services providers. Standardisation and service market liberalisation, including increasing openness to foreign direct investment by non-OECD countries (improving ICT infrastructure and permitting establishment by foreign subsidiaries) are other important enabling factors.
	Box 1. Elements of International Sourcing

The term “international sourcing” of IT and business process services encompasses two types of activities: companies sourcing these services from their foreign subsidiaries, and companies engaging specialised service companies established as domestically-owned enterprises overseas to provide them.  

From a corporate perspective, provision of services by foreign subsidiaries is considered to be “international insourcing” as the service provision remains within the company, with “international outsourcing” referring only to the procurement of services from an external company in a foreign country.
 For example, Gartner Dataquest Guide (2003) defines business process outsourcing as “the delegation of one or more IT-intensive business processes to an external provider that, in turn, owns, administrates and manages the selected process(es) based on defined and measurable performance metrics.” For companies, the key distinction is thus between activities undertaken within or outside the company; different locations within the company are simply part of the global value chain. 

From a government perspective, both types of international sourcing (foreign subsidiaries or foreign external providers) involve the movement of jobs across borders.  It is this movement of jobs as IT and business process services are increasingly traded across borders rather than domestically produced, which gives rise to adjustment challenges.  This study thus refers to “international sourcing” to capture the full dimension of the issue.  However, it should be noted that a number of commentators use the term “outsourcing” to refer to both types of sourcing, a usage which many companies reject, or focus only on activities contracted to entities outside of the companies concerned. 

There is no internationally agreed definition of the range of services covered by international sourcing. The Gartner Dataquest Guide (2003) divides these services into IT and business process services. IT services include data centre, desktop, network, and enterprise applications. Business process services include enterprise services (e.g. HR, finance and accounting and payment services), supply management (e.g. buying services, storing services and moving services), demand management services (e.g. customer selection and customer retention) and operations (e.g. financial services operations and healthcare operations). Annex 1 provides an indicative list of internationally sourced services.
The WTO’s Services Sectoral Classification List (W/120, cross-referenced to the UN Provisional Central Product Classification) defines ‘business services’ as including professional services, computer and related services, research and development services, real estate services, rental/leasing services without operators, and other business services. However, it is not clear that this list includes the full range of services currently sourced internationally, in particular where technology has led to the development of new services. Some new services may also fall under other categories in the list, e.g. it has been argued that “web-hosting” has elements of both computer and related and telecommunications services. These issues have implications for the extent to which GATS commitments can cover the range of services currently sourced internationally and those which may be so in the future.


On the demand side, increasing competition in international and maturing markets has led companies to focus more on cost-cutting than revenue-enhancing strategies. International sourcing offers significant labour-cost arbitrage and enables companies to offer their clients new, cheaper, more flexible, and often higher quality services.
 International sourcing may offer reduced time-to-market, facilitates access to foreign markets and creates business opportunities to develop new products for niche markets. International outsourcing of ITS and BPS allows companies to focus on what they do best, freeing up capital to be re-invested in R&D and more productive activities. Innovations in business practices and low productivity growth have worked as drivers in other instances.

On the supply side, many low-income countries that have invested in education are now able to offer an abundance of young, motivated and well-educated professionals. International sourcing enables companies to provide around-the-clock services thanks to differences in time-zones between consumers and producers. Language is an important factor, e.g. French companies source ITS and BPS from Morocco and Tunisia, while American and British companies often rely on services provided from India and the Philippines. Several non-OECD countries’ ITS and BPS sectors are achieving very high growth rates as delivery models improve and service providers become increasingly sophisticated, e.g. revenues from IT services grew by 18 percent in India in 2002-03, while IT-enabled services grew by 67 percent (Macroscan). Development of the IT sector has been facilitated by other linkages, e.g. Indians working in the IT sector in the United States, either temporarily or as permanent immigrants, have brought back best practices and reinvested in India or facilitated investment by US companies in the Indian IT industry.

III.  The adjustment challenge

International sourcing of services is changing the nature of the global value chain. While trade in ITS and BPS is predominately conducted between high-income countries, companies in OECD countries are increasingly outsourcing IT and business process services to companies in, or are establishing their own subsidiaries in, non-OECD countries. Both importing and exporting countries face a multitude of challenges in adjusting to these underlying changes.  
Challenges in high-income countries

High-income countries importing services from low-income countries may experience significant changes in certain labour market groups. Governments may face protectionist sentiment owing to job uncertainties and companies may face internal strains in dealing with workers who risk losing their jobs. There will be growing demand for education and retraining programmes; efficient recruitment services to smooth job transitions; new insurance schemes to reduce adverse effects from labour market shocks; and facilitated re-location of workers. While challenging, this situation is arguably not very different from previous trends in the manufacturing sector and the overall effect on labour markets related to services is likely to remain modest.
 That said, as with manufacturing, job losses can be heavily concentrated in certain sectors and adjustment will require careful management via a range of policies. While it is difficult, given limited data,
 to predict labour market impacts of international sourcing precisely, any assessment of the adjustment challenges ahead should take several factors into account.   

First, many services will remain non-tradable. The great majority of service workers do not face foreign competition, since most services require face-to-face interaction or frequent communication with and proximity to clients. Companies seldom outsource core competence activities and tasks need to be digitised and communicated electronically in order to be sourced internationally. International sourcing is also a highly complex process which requires strong commitment, familiarisation, frequent communication, close management supervision and replication of technological infrastructure. Most overseas sourcing activities involve high initial costs and require a strong knowledge of the local environment which only develops over time, so that a long-term perspective is imperative for both the establishment of subsidiaries and the engagement of service vendors. 

Second, job losses resulting from international sourcing should be considered within the context of broader national employment trends. The 3.3 million American jobs predicted under one “guesstimate” to move overseas by 2015 (Forrester Research, 2002) should be seen in light of the constant destruction and creation of jobs in the US labour market. Indeed, the average number of jobs "destroyed" every quarter in the private sector in the US economy has fluctuated between 7 and 9 million (i.e. 2.3-3 million on average per month) over the last ten years, and the number of jobs created has exceeded the number of jobs "destroyed" during most quarters of the same period (BLS, 2004b).
 Depending on overall growth in the service sectors in question, international sourcing could either result in a net job loss for some occupations or a slower pace of job expansion than would otherwise occur. Though trade-related job displacement is estimated at 270 000 a year from 1989 to 2000 (McKinsey Global Institute), the US economy has also generated 15 million net private-sector jobs over the past ten years.

Third, international sourcing is not a static zero sum situation: many jobs are either kept or created during the international sourcing process and efficiency gains are transferred to consumers in terms of lower prices or are re-invested in new businesses. Moreover, employment losses can be mitigated by subsidiaries of foreign companies, including those based in low-income countries, that employ local professionals in high-income countries. This “insourcing” via FDI into OECD countries is not insignificant: one estimate is that, between 1983 and 2000, the number of jobs “insourced” to (i.e. created in subsidiaries established in) the United States increased by more than those considered as “offshored” (i.e. created abroad by international sourcing) (Drezner, 2004). A further offsetting factor is increased demand for imported goods and services in low-income countries that generate wealth from services exports. Finally, the labour-cost arbitrage incentive may become less pronounced over time as low-income country service providers export increasingly sophisticated services at higher prices (see e.g. the Infosys case study below).

In addition to labour market adjustment, a further challenge may be a growing productivity gap between multinational companies with the economies of scale needed to take full advantage of international sourcing, and small and medium-sized companies that may lack the scale economies to fully reap those gains. A similar productivity gap may arise between high-income countries because of linguistic advantages in certain countries when it comes to international sourcing of labour-intensive business process services. 
Challenges in low-income countries

Low-income countries will face increasing competition for contracts and their structural adjustment needs will increase as their IT sectors expand. This will increase pressure on countries to ensure stable and efficient ICT and power-generating infrastructure, sectors which are often in poor shape owing to a legacy of inappropriate regulations, low levels of investment and insulated markets. Competition will increase the rewards to countries that invest in education and can produce sufficient numbers of graduates with relevant skills. A premium will also be placed on ensuring political stability, and guaranteeing a sound, accountable and transparent regulatory and juridical framework, including for the protection of intellectual property rights. 
An important challenge for some low-income countries may be the need to meet new regulatory requirements in OECD markets, for instance with regard to privacy of information related to individuals. Many developing countries may also find it challenging to improve the efficiency of their credit markets when demand for risk capital rises in fast-growing companies. These substantial adjustment challenges will need to be addressed with limited resources. However, the benefits for countries that manage to become competitive players include accelerated economic growth and a real opportunity to reduce the technological divide.
Table 1: Short REVIEW OF Studies providing guesstimates on the impact of international sourcing*

	Forecast provider
	Title of the report
	Provider background
	Main conclusion

	NASSCOM-McKinsey (February, 2002a)
	“NASSCOM-McKinsey Report 2002”
	Collaboration between Indian IT-lobby group and consultancy company
	The Indian software and IT-enabled industry will create over 2 million jobs in India by 2008, with software contributing approximately 1.1 million jobs and the ITeS sector 1 million jobs. The parallel support services industry will create employment for another 2 million people.

	Forrester Research (November, 2002)
	“3,3 Million US Services Jobs to Go Offshore”
	Research and consultancy company
	By 2015, an estimated 3.3 million US services jobs (0.5 million in IT) and USD 136 billion in wages will move offshore. India is expected to capture more than two thirds of those jobs.

	Deloitte Research (April, 2003)
	“Survey: Financial Institutions to Reduce Costs by Moving 2 Million Jobs Offshore”
	Research and consultancy company
	The world's 100 largest financial-services companies expect to transfer an estimated USD 356 billion of their operations and 2 million jobs offshore over the next five years. The impact on service jobs across all industries could be as high as 4 million. 

	Gartner, Inc. 
(July, 2003)
	"US Offshore Outsourcing: Structural Changes, Big Impact”
	Research and consultancy company
	An estimated 500 000 jobs out of a total 10.3 million US technology jobs could move offshore in 2003-04, with one in ten software services jobs at computer vendors and one in twenty technology jobs in the wider corporate world at stake.

	McKinsey Quarterly (October, 2003)
	“Who Wins in Offshoring?”
	Research and consultancy company
	The net benefit to the US economy of shifting USD 1 previously spent in the US to India could be as high as 12-14 cents per dollar.

	Evalueserve – NASSCOM (October, 2003)
	“Impact of Global Sourcing on the US Economy, 2003-2010”
	Collaboration between Indian IT-lobby group and research and consultancy company
	An estimated 1.3 million American jobs will move offshore during 2003-2010. For every USD 1 of call-centre work offshored by US firms, an estimated USD 1.43 is reinvested in the US economy; the amounts are USD 1.33 and USD 1.42 for ITS and for high-end knowledge services respectively. 

	Forrester Research (2004)
	“Two-Speed Europe: Why 1 Million Jobs Will Move Offshore”
	Research and consultancy company
	An estimated 1.1 million western European jobs will move offshore during 2005-15. Two-thirds of these job losses (0.7 million) will occur in the United Kingdom with Germany (0.13 million) and France (0.09 million) predicted to sustain fewer job losses.

	McKinsey Global Institute (2004)
	“Can Germany Win from Offshoring”
	Research and consultancy company
	The net loss to the German economy of shifting USD 1 previously spent in Germany to India could be as high as 20 cents per dollar.

	Evalueserve – NASSCOM (January, 2004)
	“Impact of Global Sourcing on the UK Economy 2003-2010”
	Collaboration between Indian IT-lobby group and research and consultancy company
	An estimated 272 000 British jobs - 84 000 ITS jobs and 128 000 BPO jobs - will move offshore in 2003-10. For every £ 1 of call-centre work offshored, £ 1.32 is estimated to be reinvested in the British economy. Similarly for every £ 1 of ITS or high-end knowledge services work offshored, £ 1.41 is reinvested in the UK economy.

	*  The difficulty in predicting future business trends and in obtaining accurate data on the creation and destruction of jobs in the service sector makes it a complex task to try to determine the true impact of international sourcing. There is a lack of credible bilateral and multilateral trade statistics regarding trade in IT and business process services. Note that the above studies encompass both international insourcing (via subsidiaries) and international outsourcing (external suppliers). 


IV.  THE US EXPERIENCE
The United States and India have been at the centre of the international sourcing debate, and both are facing adjustment challenges. For the United States as well as for Europe, these focus on the potential impact on certain occupational categories in the labour market, while in India the adjustment needs are broader and related to growth barriers. How each country might best respond to these challenges is the subject to this and the following case studies.
Scale of the adjustment 

In order to provide policy recommendations, it is essential to define the potential scope of adjustment: What is the extent of international sourcing? Who is likely to be affected? Some have tried to answer this by first identifying the type and number of services that can be sourced internationally and then projecting future job migration based on a set of static assumptions. For example, Forrester Research (2002) estimates that 3.3 million American jobs could migrate by 2015, with customer service representatives (343,000), ‘bookkeeping, accounting, and auditing clerks’ (300,000) and ‘office clerks, general’ (214,000) the most affected in absolute terms. 
Others have tried to estimate the outer limit of jobs that may face international competition in the future. The occupations are identified using a set of attributes necessary for international sourcing – thereby excluding e.g. services requiring face-to-face interaction and those that cannot be transferred over ICT networks. On this basis, occupational categories representing roughly 11 percent of total US employment are estimated as likely to face some form of foreign competition, with more than three out of five being office support occupations (Bardhan and Kroll, 2003). Estimates vary from 5 percent being contestable by low-income countries (ILO, 2001) to 12-16 percent of service sector jobs having “disaggregation potential” (World Bank, 1995) and 19 percent being potentially affected by international competition (van Welsum and Vickery, 2005).

These are more or less qualified guesses of the outer limit of services positions that could face some sort of international competition but they do not take into account the both natural (e.g. linguistic barriers) and government-imposed (e.g. barriers to temporary labour migration) trade barriers that exist. What is certain is that international sourcing will expand and global delivery models will improve with experience, falling communication costs and technological progress. Companies from countries like India, the Philippines and Mexico will increasingly offer their services to clients in the United States, and US companies will import more services directly from these countries, as has occurred in the manufacturing industry. 

The number of good jobs is not fixed and neither lost nor won as a result of international trade. Increased specialisation in dynamic economies leads to a more efficient use of labour and capital. However, structural adjustment – as a result of technological change, shifting consumer preferences or new sources of competition – may cause strains because even if companies, investors and consumers are better off, some individuals, professions or regions may be worse off. The challenge for any government is to secure the benefits of international specialisation while facilitating mobility of resources within the economy, including re-employment of those affected.

International sourcing is likely to affect certain occupational categories rather than entire industries. Three factors are crucial for analysing how it will affect workers: re-employment rates, salary levels of re-employed workers and salary growth rates for those who keep their jobs but face competition. While there are no data available on the specific impact of international sourcing, there is some evidence on adjustment in services in general in the United States. During 1979-99, 69 percent of US workers who lost their jobs as a result of cheap imports in non-manufacturing sectors were re-employed within a year with a mean salary equal to 96 percent of previous salaries (the United States has the highest re-employment rate among OECD countries) (Kletzer in McKinsey Quarterly, 2003). More recently, of US workers who lost their jobs in 2001-03, 67 percent of “private non-agricultural wage and salary workers” were re-employed by January 2004; 20 percent remained unemployed. High-skill occupational categories such as “management, business, and financial operations occupations” and “professional and related occupations” had re-employment rates around 70 percent, while the figure was 65 percent for “sales and office occupations”. Of the re-employed workers who lost full-time wage and salary jobs, 43 percent were earning as much or more in their new jobs; of the remaining 57 percent, about one-third experienced earnings losses of 20 percent or more (BLS, 2004c). To date, there are no available data on the effect that international sourcing of IT and business process services may have on wages.
Analysis of the labour market effects of international sourcing is at an early stage, but several factors should be borne in mind. First, there is scant evidence of a direct link between international sourcing and job losses. The job losses in the US IT services sector during the first years of this decade – a 7.8 percent decrease in employment in the IT services sector between 2000 and 2002 (BLS, 2004c) – was mainly due to the fall in IT investment and industry depression following the bursting of the stock market bubble. Second, job losses due to international sourcing should be seen in the context of overall job creation – for example, the 252,000 computer programming and computer software engineering jobs predicted to migrate by 2015 (Forrester Research, 2002) should be seen in the light of the additional 1.15 million IT jobs forecasted to be created by 2012 (PPi, 2004). Third, guesstimates have focused only on potential losses: far fewer are available on how many jobs international sourcing has created in the United States and how much time and resources companies and consumers have saved owing to specialisation. Some studies to date have suggested that international sourcing in the IT sector could create more jobs than it destroys (modelled by Global Insight, 2004) and that there are important benefits for importers at the national level (McKinsey Quarterly, 2003).

Policy responses and their effects

Initial reaction to the growth of international sourcing, particularly outsourcing, has been defensive, with more than 100 bills pending in 38 US states to prohibit the use of foreign contractors by state and local governments; legislation has been passed in five states and vetoed in two.
 Such responses are unlikely to be an effective means of addressing the adjustment challenges arising from international sourcing, however. First, international sourcing would be very difficult to stop since the potential range of sectors and activities likely to be affected, and the causal relationship between international sourcing and actual job losses, are unclear. Second, the scope for trade restrictions is limited because government procurement, which is the focus of most proposed legislation, accounts for a small share of imports from low-income countries. Third, trade restrictions increase costs, which are passed on directly to consumers, or taxpayers in the case of government procurement, and can undermine the competitiveness of US companies. State-level discrimination against international sourcing is also likely to make companies more discreet about their sourcing activities. 

Fourth, trade-restrictive reactions may actually hurt US employment overall via negative repercussions for US exporters. A trade-restrictive response from trading partners could have serious consequences for American companies which would lose out not only in terms of international competitiveness but also in terms of export opportunities in emerging markets. Indian imports of US goods have grown by 8 percent a year since 1994 and trade-restrictive responses could hurt US exports of large items such as electrical machinery, chemicals and high-technology goods. The value of the Indian internal software market is expected to reach USD 27 billion in 2008 (NASSCOM, 2002a) and US companies are expected to capture a considerable share of this market. Lastly, the United States is the world’s largest exporter of commercial services, with more than a sixth of world exports. In 2002, the United States recorded a USD 67 billion surplus in commercial services, and the trade surpluses for “other business services” and “computer and information services” were USD 19.1 billion and USD 2.7 billion respectively (see Table 2).

[image: image1.emf]Table 2: US trade in services 2002, selected categories

(USD billion)

Export value Import value

Commercial services* 272.6 205.6

Other commercial services* 141.2 86.2

Other business services** 60.8 41.6

Computer and information services** 6.9 4.2

Source: 

* WTO Trade Statistics 2003; ** OECD (2004a)


For all these reasons, a more effective response to growing imports of IT and business process services is likely to lie in the area of labour market and other domestic policies. The United States already has extensive experience in trade-related adjustment: it has been under way in manufacturing industry for some years on a larger scale than the projected adjustment challenges for IT and business process services. However, it should be stressed that the impact is still largely unknown and policy makers will need to take this into account. 

The main challenges from a government policy perspective are to create the underlying conditions for job creation and to ensure that workers have the necessary skills to take advantage of new opportunities. Ensuring the provision of high-quality education, from primary school to postgraduate studies, maintaining a favourable business environment, and focusing on policies that improve competitiveness – e.g. by encouraging activities that raise productivity and foster innovation – are all equally important. 
Workers facing adjustment require support: unemployment insurance while they search for jobs or re-training opportunities for those who opt for a change of occupation. The Trade Adjustment Assistance programme established under the Trade Act in 1974 and last amended in 2002 is only offered to workers affected by international competition in goods markets. An extension to include service workers could be considered; the cost of extending the scheme would only take a small proportion of the gains from trade (see e.g. Brainard and Litan, 2004). Equally, however, workers might be supported by similar general social insurance and assistance schemes applied to all workers who lose their jobs; indeed, it is arguable whether assistance policies should differentiate between workers who lose their jobs from trade and those who lose their jobs as a result, for example, of technological change (see OECD (2005) for an extensive analysis of these policy issues and related best practises).
CASE STUDY: IBM CORPORATION
IBM was incorporated in 1911 and is today the world’s largest IT company. Its 330,000 employees conduct business in some 165 countries and in 2003 it generated revenue of USD 89 billion, or ten times the value of Indian exports of IT products and services in 2003. 
Two trends stand out in IBM’s operations. First, IBM has transformed itself from being mainly a supplier of IT products to being the world’s largest IT and business services provider. Second, approximately 60 percent of its revenue has been generated by non-US operations for the last 15 years, and in recent times revenue growth has been mainly generated by non-US markets. Between 1998 and 2003, the share of revenue from US operations decreased from 43.2 percent to 37.9 percent. 
Global sourcing activities

The decision whether to produce in-house or to contract to external parties (insource vs. outsource) is separate from the location decision (domestic vs. foreign/international).  Much of IBM’s activity to date has consisted of international insourcing; that is, creation of a truly global value chain in which service activities are produced all over the world within IBM’s own subsidiaries. IBM has regularly moved work from one location to another to support clients and its own operations more effectively and to improve efficiency by consolidating functions, matching local skills with customer needs and participating in new opportunities in emerging economies. Activities located in different countries are integrated in a global business and delivery model. 

Location decisions depend primarily on the availability of skills and on quality and cost factors, which in turn vary with the activity in question; for example commoditised activities are generally more price-sensitive. Although for some of these activities labour cost differentials between high-income countries and emerging market economies can be significant, operational risks tend to be higher and any cost-benefit analysis must consider the total costs of processes rather than labour expenses alone. 

Additionally, IBM has also undertaken some international outsourcing, with some service activities contracted to external parties. Contracting of commoditised activities to specialised companies allows IBM not only to cut costs but also to focus on its core activities.
IBM provides services worldwide at all stages in the value chain, including back-office functions, business process outsourcing such as human resources and procurement, software development, regional management activities and R&D. Highly competitive markets force companies to search for high-quality, cost-competitive services all over the world in order to stay in business. Lower costs result in price cuts, dividends or reinvestment in research and product development; and the outcome depends on market characteristics such as market maturity and price competition. 
More than half of IBM’s employees work outside the United States and the company considers each country operation to be a long-term investment, tapping into local pools of skills. It has 22 global service delivery centres and 30 software labs around the world.  IBM Research has three labs in the United States, and five elsewhere, in Beijing, Haifa, New Delhi, Tokyo and Zurich. These globally dispersed labs have contributed to placing IBM at the top of the world’s patent ranking lists for more than a decade. Investment in R&D exceeded USD 5 billion in 2003. 
Managing change and adjustment

IBM's work force is expanding throughout the world, but growth is particularly strong in emerging markets. For the third quarter of 2004, combined growth in the emerging markets of Brazil, China, India and Russia exceeded 30 percent – a figure far higher than predicted only a few years ago. 

Although some activities for which cost and productivity constitute a key to competitiveness are located in emerging markets, much of the growth stems from new business opportunities. For example, growth in the Indian operations has benefited from large contracts with new clients: in early 2004, IBM won a ten-year contract with the Indian firm Bharti Televentures worth USD 700-750 million to provide the company with hardware and software, including consolidating its data centres and servicing its IT help desks and disaster recovery capabilities. Acquisitions also play a role: IBM has acquired Daksh e-Services, India’s third largest call centre company with around 6,000 employees, in the largest deal of its kind in India’s business-processing outsourcing (BPO) industry. The new entity is now being fully integrated into IBM’s global business model. 

In the fall of 2004, IBM estimated that around 1-2% (or 3,300-6,600) of full-time positions worldwide would be affected by a relocation of jobs in 2004, a figure below the company’s average attrition rate. It also estimated that it would create 18,800 new jobs over the same period. 
The number of redundancies is lowered by IBM’s continuing investment in upgrading the skills of its employees. Internal replacement is a priority: the focus is to retrain people rather than hire external professionals. In 2004, IBM planned to invest USD 800 million to upgrade the skills of its employees and an additional USD 25 million for joint training and job placement programmes for its employees and its network of business partners around the world.

IBM is, and will remain, a large employer of highly skilled service workers. The company aims to create an environment that fosters innovation in order to remain an attractive provider of business and IT services. It advises governments to do the same and to create a broader policy environment that fosters innovation: investment in skills, research, entrepreneurial activity and other policy measures that foster innovation is the sustainable way to ensure that new, high value-added jobs will be created in the future. 
V.  The European experience

International sourcing practises within the European Union
International sourcing practices in the European Union vary widely among Member States, depending among other things on differences in language, cultural heritage, labour market regulations and local business practices. While trade in IT and business process services is predominantly conducted between high-income countries – either between EU Member States or with trading partners in other OECD countries – EU companies are starting to realise the benefits of importing services from non-OECD countries.
Language proficiency and cultural ties play an essential role in the choice of business process service provider, and to a certain extent for IT service providers too. Thus Indian companies have been highly successful in attracting business in the United Kingdom but have faced greater challenges in continental Europe. Morocco has quickly captured a 70 percent market share of the small but rapidly growing share (2-3 percent) of foreign call centre and support services imported by France, amid competition from Tunisia and Senegal (Le Nouvel Observateur, 2004; L’Expansion, 2004). German companies have strong ties to eastern Europe where 59 percent of “planned offshoring investment” will flow according to a survey cited by Farrell (2004); a number of Spanish companies are looking to South America for delivery of IT and business process services (Financial Times, 2004). 

Differences in the demand and supply of labour and wage levels in the recently enlarged EU have also spurred intra-EU trade in IT and business process services. Western European companies are increasingly importing services from eastern Europe, where salaries are modest and skilled labour abundant. Trade is further boosted by inflows of FDI from non-EU companies that locate regional headquarters and service centres in countries like Hungary and the Czech Republic to service customers in the European single market. However, two remarkable success stories are represented by high-income countries as providers of IT and business process services: Ireland, which has become a European centre for the provision of IT and business process services (McKinsey Global Institute, 2004), and the United Kingdom, which together with the United States introduced and cultivated the practice of outsourcing. The British trade surplus in commercial services, excluding transport and travel services, provides a hint: in 2003, it reached USD 58 billion, up from USD 49 billion in 2002 and USD 42 billion in 2001 (WTO, 2002, 2003, 2004).

The use of international sourcing also varies among European countries: in the United Kingdom, the proportion of companies that source services from India is similar to the relatively high proportion in the United States, while Italian companies source few IT and business process services internationally. Approximately one-quarter (USD 2.3 billion in the year ending March 2003) of India’s rapidly growing exports of IT and business process services is destined for the European market, and around 60 percent of these services is imported by the United Kingdom, with Germany as the second most important market (NASSCOM 2003a, 2003b, 2004a). Companies in Germany and France are hindered from engaging IT service providers from low-income countries because of regulatory barriers such as prohibitively long waiting times for issuing work permits (international sourcing of IT services usually requires some service providers to be located at the client site). Anecdotal evidence also suggests that companies in these countries hesitate to source services internationally because of hostility from workers and unions.

Scale of the adjustment 

European companies have been more reluctant to source IT and business process services internationally than their North American competitors but there are signs that international sourcing is on the rise in large companies across Europe. One influential study concluded that a cumulative 1.2 million European jobs might migrate by 2015 with clerical workers (342,000), computing professionals (119,000), “architects, engineers and related professionals” (82,000), and “production and operations managers” (76,000) expected to be most affected in absolute terms. 
	      Table 3: European Jobs Moving Abroad*
	Two thirds of these job losses would occur in the United Kingdom, representing approximately 6 percent of jobs terminated each year (see Table 3).
 Germany and France are predicted to sustain fewer job losses but they are also likely to lose out in competitiveness to American and British companies because of the anticipated weak productivity performance. Another study found that German companies stand to gain from international sourcing, but the broader German economy may lose because of its less flexible labour market and its relatively low reemployment rate. That is, the flow of gains would not materialise: while the United States would gain 12-14 percent from international sourcing (with similar gains in the UK), Germany would lose up to 20 percent of the resources used to buy services abroad (McKinsey Global Institute, 2004).
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UK

264,900

702,400

Germany

53,000

131,900

France

37,300

92,600

Netherlands

14,100

34,000

Italy

10,100

26,400

Sweden

7,800

18,800

Belgium

6,700

16,700

Switzerland

5,800

14,300

Denmark

5,000

12,200

Austria

4,600

11,300

Finland

4,100

10,100

Spain

3,600

9,400

Ireland

1,400

3,600

Portugal

900

2,300

Greece

800

2,100

Luxembourg

350

850

Sum

420,400

1,089,000

* Cumulative numbers

Source: 

Forrester Research (2004).


	


In sum, the current state of international sourcing practices in Europe is multifaceted: the United Kingdom is the most affected economy in terms of jobs moving abroad, but the British government has been cautiously optimistic and pragmatic in meeting this phenomenon as its services sector has thrived and acted as an engine for job creation (DTI, 2004). Ireland has established itself as a leading centre for the delivery of IT and business process services, while large economies such as Germany, France and the Netherlands have been more hesitant to import services from low-income countries. Most Mediterranean countries are expected to be little affected by service job migration in the foreseeable future and international sourcing is more likely to be of regional nature (European Foundation, 2004). 

While international sourcing of IT and business process services is expected to affect fewer workers in the EU than in the United States, European workers are generally more likely to have difficulty finding a new job because of higher unemployment rates and lower re-employment rates.

VI.  THE INDIAN EXPERIENCE
Trade in IT and business process services is growing rapidly and the growth potential is significant. Indian exporters have done well: during the 1990s India recorded the highest growth rate (17.3 percent a year) of services exports among the world’s top 15 exporters (World Bank, 2004a) (Chart 1). The software and services industry represented 2.7 percent of GDP in 2003 and 13 percent of total exports, or roughly 40 percent of commercial services exports, in 2002 (NASSCOM, 2004a; WTO, 2003; World Bank, 2004b).
 India ranked 37th in business competitiveness (out of 95 countries) in the World Economic Forum’s Global Competitiveness Report 2003-2004 – ahead of China (46) and most other low-income countries. However, the continuing rapid growth of India’s IT and business process service industry cannot be taken for granted. Other low-income countries are trying to catch up and growth may be limited by the introduction of regulatory trade barriers in client countries. This section explores how government policy at the national and state level in India may contribute to sustaining the competitiveness of the industry. 
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Institutions and domestic policies

Indian IT and business process service providers operate in a relatively favourable business environment, with states competing to attract investment. High-technology parks offering reliable (and subsidised) public services and ICT infrastructure have been established across the country. Duty-free imports and corporate income tax exemptions are available for exporters in many instances. Competition among states has also prompted regulatory reform: some states with significant ITeS sectors have changed their local labour regulations to allow female employees to work at night and relaxed regulations on overtime work. Even a communist-run state such as West Bengal, with a reputation for frequent labour unrest, has declared its IT sector an “essential service” in order to reduce the number of strikes and attract investment. 

However, there are several areas in which the Indian government could improve conditions for entrepreneurs. Overall, the regulatory environment for businesses and small-scale entrepreneurs remains poor. It takes almost three months to establish a company in India, or four times the number of days as in neighbouring Pakistan; and costs 50 percent of gross national income (GNI) per capita, almost four times the cost in China. The time frame for enforcing a contract – approximately one year – is twice what it is in China. Moreover, India is ranked 83rd (out of 133 countries) in Transparency International’s Corruption Perceptions Index 2003 and its corruption index (2.8 out of 10, with a lower index indicating higher corruption) has not changed since the survey was first conducted in 1995. Also, 61 percent of Indian businesses report that more than ten percent of senior management time is occupied by government regulations – the highest share in 145 countries (World Bank, 2004c). 

Education is a potential bottleneck in the medium-term. The ITS sector has benefited from the large and growing number of IT graduates that India produces every year. Almost 100,000 IT graduates were expected to join the labour market in 2004 (NASSCOM, 2002b). Jobs in the ITS sector are well paid and highly coveted, and the number of new IT graduates has grown at an annual average of 13 percent since 1997. The ITeS sector has also benefited from India’s young, well-educated and English-speaking talent pool. However, despite the large population, continued expansion of the service sector could place pressure on the availability of skilled labour in the medium- to long-term (BBC, 2004).

Indeed, India’s large population is not necessarily a useful reference point for discussing labour capacity in the services export sector. Weaknesses in India’s primary and secondary schools are limiting the number of potential recruits for the industry, and much of the Indian work force speaks little or insufficient English. The educational challenge lies in producing both the number of graduates needed for a rapidly growing export industry in basic services and the kinds of specialist skills needed for high-end support services. Labour demand predictions indicate that in the future ITeS companies may need e.g. accountants, radiographers and tax specialists to provide more specialist support functions. Equally, India will need to produce more researchers in ICT to foster product innovation and develop domain expertise.

Growth and trade liberalisation

While Indian productivity lags behind high-income countries in the manufacturing and services sectors, the gap is less pronounced in the software, telecommunications-, and software services and products sectors (McKinsey, 2001). This relatively smaller gap may be explained by a positive correlation between sector-specific liberalisation and growth (see Chart 2). IT services and telecommunications are two of three “significantly liberalised sectors” and these sectors experienced the highest growth rates among examined industries in the 1990s. Indeed, the Indian IT sector more generally was greatly assisted by the wave of reform and liberalisation undertaken by the Indian government in the early 1990s. 
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Despite tangible gains (e.g. the price of a phone call between India and the United States or the United Kingdom fell by 84 percent between 2000 and 2003 (HSBC, 2003)) problems remain. NASSCOM (2004b) recently reported that users find India’s bandwidth capacity inadequate, “extremely high-priced” and uncompetitive when compared to other Asian countries offering IT and business process services. While Indian high-technology parks provide enabling infrastructure in major IT centres, daily life in these centres is becoming increasingly difficult as fast and unplanned growth has led to heavy traffic congestion, pollution and housing and power shortages. There is also a growing demand for improved international transport links to IT centres like Bangalore and Hyderabad. In addition, the rapidly expanding IT industry is considering new locations in India from which to deliver services because some existing IT centres suffer from rapid salary growth and high attrition rates. These future, second-generation IT centres are facing the same infrastructure challenges that today’s IT centres did three to five years ago.
Services liberalisation could play an important role in improving the quality of Indian infrastructure and generate future export opportunities and growth in both services and goods. India itself has benefited from the openness of other markets – including the developing country markets that are increasingly important FDI locations for the Indian software industry. The Infosys case study illustrates how Indian companies increasingly establish foreign subsidiaries to supply customised services to their clients. Greater openness of the Indian economy may also improve India’s bargaining position when combating trade restrictions in trading partners.  

In addition to the threatened legislative prohibitions on government procurement, Indian exporters of IT and business process services currently confront barriers to movement of service providers. A serious concern is the quantitative restrictions that impede the movement of Indian professionals to provide services at client sites. Economic needs tests and wage parity requirements are just some of the regulations that make IT consultants’ work more difficult. Other constraints include inadequate recognition of qualifications, training and experience, and differential treatment of foreign service providers. As approximately 60 percent of India’s software exports may be generated from work at client sites (Mattoo, 2003), restrictions on mode 4 trade could pose a serious threat to the industry’s long-term growth potential.
CASE STUDY: INFOSYS TECHNOLOGIES LTD
The Indian government adopted a reform agenda in 1991 following a severe balance-of-payments and fiscal crisis. The reforms aimed at gradually restructuring India’s highly protected planned economy and policies were implemented to reduce government control over market entry, trim tariffs and quotas on goods, and ease strict limits on FDI. These moves pushed India towards a more market-oriented and open economy and prompted pioneering companies such as British Airways, General Electric, and Citigroup to enter the country to set up IT-services and back-office operations for their English-speaking markets. These new establishments transferred knowledge and some employees soon chose to establish their own service companies. The Indian IT services sector took off when companies like Infosys began to target foreign multinationals (see Box 2), aided by the best practices and risk capital brought back or provided by Indian professionals working in the US IT industry.

	BOX 2: The global delivery model for services has gone from strength to strength since the mid 1990s: Indian exports of IT services and IT-enabled services reached USD 12.5 billion in the year ending March 2004. Several factors contributed to the early success of the Indian IT services sector:

· Investment in tertiary education: the industry is highly labour and skills intensive and less dependent on capital and infrastructure. India’s large and well-educated labour force matched the requirements for a thriving ITS and BPS industry and it rewarded previous investment in tertiary education. 

· Independent growth path: the young industry was relatively unaffected by domestic inefficiencies resulting from the Indian legacy of protectionism and industrial state planning. 

· Foreign competition: most IT-companies developed without a domestic client base and faced international competition from the beginning. In order to win contracts, Indian service companies had to be not just as good as their foreign competitors, but better. 

· Innovative delivery model: the modes of service delivery – including cable, satellite and temporary movement of professionals to client sites – circumvented a number of trade and regulatory barriers.
· Capital and best practices: Indian professionals living and working abroad brought back capital and best practices and invested them at home.


Infosys made a name for itself in the late 1990s as one of the most admired and fast-growing Indian IT services companies. In March 1999 it became the first Indian company to list its shares on NASDAQ. Countless companies have tried to copy its global delivery model which manages projects and supplies services from multiple locations around the world. Infosys was also one of the first Indian IT companies to compete on quality rather than cost, and much of its success has been attributed to its proven track record on timely delivery of high-quality services. The company has grown by 1,200 percent over the last six years; scalability is a comparative advantage of Indian companies such as Infosys which can take on big projects engaging hundreds of professionals on short notice. Infosys’ North American and European markets generated 71 percent and 19 percent of revenue respectively (Table 4) and services are provided to a range of industry segments. Infosys’ software professionals spend around one-third of their time at client sites and the rest at domestic software development centres. Owing to wage parity requirements and expenses related to offshore work, around half (53 percent in 2004) of total revenues were generated from billings by professionals working at client sites and this ratio has not significantly changed over the last years.
Foreign expansion and future challenges

Over the past two years, Infosys has adopted a diversification strategy to become a full business services provider, with both a more sophisticated package of business services and expansion into business process outsourcing. This has included investment in developed country markets: in 2003 Infosys acquired an Australian company with 330 employees to add to its 73 employees at Infosys Australia and in 2004 it established a consulting branch in the United States. The US branch will hire 75 local consultants to work with five senior managers recruited from US competitors. By early 2007, Infosys Consulting aims to employ some 500 consultants in its American offices. Infosys is also targeting developing countries with a software banking solution for low-income countries, and it has established a development centre in Shanghai to serve the East Asian market.

While its previous business model was based around efficient marketing and sales organisations in client countries with headquarters, administration and operations situated in India, Infosys is now leading the way for the Indian IT services sector by establishing small, but not insignificant, front offices in client countries. Infosys’ plans to deploy around 30 percent of its work force in client countries, of which around half would be local hires (the other half would continue to be rotated in and out of India and client country offices). This is a big step: front offices alter the cost equation by adding local professionals with local salaries and overhead costs and pose many new challenges related for example to management and corporate culture. It also demonstrates an interesting convergence: companies such as Infosys are adopting a business model similar to those of OECD multinationals, in global, higher value-added activities, just as IT services companies in OECD countries are transforming their operations to include a larger offshore component.

Rapid growth puts stress on hiring and service quality. Remuneration grew by 17 percent in 2004 and salaries have grown by approximately 13 percent annually over the last five years. In 2003, Infosys recruited 10,000 from nearly 1 million job applications, and in 2004, another 11,000 were added to its payrolls (see Chart 3). The scale of the expansion is difficult to manage and Infosys invests heavily in in-house training and retraining. 
Restrictions on temporary movement of natural persons remain a serious concern. Quotas for temporary work visas in key client markets are not only low but tend to fluctuate with the political climate and the business cycle. In Europe, bureaucracy and regulatory barriers add to the problems - recent changes in France have slowed down the issuance of work permits. This has concrete consequences: a large western European bank recently approached Infosys to help it integrate four Asian partners using its banking software solution. The project had a three-month deadline and the deal was brought down when visa processing times for key staff proved too long. However, Infosys recognises that it has limited ability to influence foreign country visa policies and has taken a pragmatic approach, investing in a global automatic visa application system to facilitate the often cumbersome application process. 
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Revenue [USD million] 1,592

Net income [USD million] 419

Employees [number] 36,750

Revenue by geographic segment, end of March 2004

North America 71.3%

Europe 19.2%

India 1.4%

Rest of the world 8.1%

Revenue by industry segment, end of March 2004

Financial services 36.6%

Manufacturing 14.8%

Telecom 16.6%

Retail 11.7%

Others 20.4%




The threat of trade-restrictive measures in some of Infosys’ main markets have yet to create any commercial problems, including because public-sector contracts make up less than 2 percent of Infosys’ exports. However, the company is keeping a close watch on the debate and is helping to improve data. It remains sensitive to the issue and to the need for corporate social responsibility in markets where it operates.   

While acknowledging that the IT industry has already enjoyed strong support from the Indian government, for example through the removal of burdensome regulations, the company identified four priority areas for government policy in the future. First, investment in basic and higher education will be essential if the size of the talent pool is to match the growth of the industry. Second, the government could do more to advise and support small and medium-sized enterprises in becoming more competitive. Third, investment in affordable and easy-to-use technology will allow more people to tap into their talents. Finally, investment in infrastructure needs to be increased to keep pace with the rapid expansion of the IT industry.
VII.  Conclusions and key points emerging

The experience of the United States, the European Union and India indicates that trade in IT and business process services has the potential to be beneficial for both OECD and non-OECD countries – for both, however, open markets are essential to reap the gains and manage adjustment. Companies have increased their productivity by outsourcing services to other companies or insourcing to foreign subsidiaries that perform these services most efficiently. These gains and accompanying links to non-OECD markets have created new business opportunities at home and abroad. Indian economic reform and trade liberalisation in the 1990s attracted foreign investment that contributed to the establishment of the Indian IT and business process services industry. Economic growth in India has increased the demand for OECD-country goods and services and there are signs that Indian services companies are starting to invest in other OECD member countries.

International outsourcing will become a more common and efficient business practice over time, but there is a natural limit to what can be outsourced. Adjustment is likely to affect certain occupational categories in the labour market. However, there is no fixed number of “good” jobs for which countries compete. Increased specialisation in dynamic economies leads to a more efficient use of labour and capital. The number of jobs likely to migrate is small in relation to the US labour market and to the estimated number of jobs likely to be created. Further, there is evidence that around two-thirds of workers who lose their jobs in the services sector find new employment with average earnings close to previous earnings. International sourcing of IT and business process services is expected to affect fewer workers in the EU than in the United States but the European worker is generally more likely to face difficulties for finding a new job because of higher unemployment rates and lower re-employment rates.

The challenge for any government is to secure the benefits of international specialisation while facilitating re-employment of affected workers. International sourcing is technically difficult to prohibit and US companies would lose out in terms of competitiveness and existing and future business opportunities. Worker assistance, not trade restrictions, is the right response to labour market adjustment. The challenge is to establish conditions that promote job creation and endow workers with the skills to take up new jobs. That is, governments should promote overall competitiveness by ensuring the provision of high-quality education; maintaining a business-conducive environment; and focusing on policies that increase productivity and promote innovation. Specifically, dislocated workers will require assistance, for example through insurance programmes, while they search for jobs or possibilities for retraining if they opt for a change of profession.

In India, the IT services (ITS) and IT-enabled services (ITeS) sectors are developing fast. India may have the long-term potential to be in services what China is in manufacturing: a leading emerging market choice for foreign direct investment (FDI) and a home to increasingly globally competitive companies. However, further reform is needed and competition is increasing as other countries copy India’s business model. To enable long-term growth in the ITS and ITeS sectors, the Indian government could consider the following: 

· Remove administrative and regulatory inefficiencies: Reducing corruption and improving the efficiency of administrative procedures related to business would increase the competitiveness of Indian companies, increase India’s attractiveness as a destination for FDI and benefit the entire Indian economy.

· Invest in education: Demand for specialist competence in the ITeS sector will rise in a number of areas as India offers increasingly sophisticated services. The ITS sector will need more IT scientists and researchers who can help develop domain expertise. Better quality and access in primary and secondary education will also be critical for avoiding future bottlenecks.

· Consider services liberalisation: This would help improve the quality of infrastructure (with benefits for the domestic economy), increase trade in services and goods, and strengthen India’s bargaining position in combating trade restrictions against its exports.

· Ensure international access: The global delivery model employed by Indian IT and business process services companies includes a central element of overseas work. The Indian industry has much to gain from a reduction in barriers to international movement of people under mode 4 of the GATS.

India is a developing country, with all the challenges this implies for institutions, infrastructure, budgets, etc. However, the Indian government and several states have taken the initiative to provide an enabling environment for the IT and business process services sector. The dialogue between companies and the public administration has in general been constructive. The IT and business process service industries have offered well-paid career opportunities to hundreds of thousands of young workers. A rise in income inequality may create social tensions, but society will gain overall from the growing number of taxpayers and well-run and transparent private companies. 
Annex 1:  Indicative listing of internationally sourced services TC \f t \l 2 "Table 8.1A Indicative listing of internationally sourced services"  
	1. ITS: Information Technology Services (Computer and related services)

	Software development and implementation services, data processing and database services, IT support services, application development, testing & maintenance, business intelligence & data warehousing, content management, e-procurement and B2B marketplaces, enterprise security, package implementation, system integration, SCM, enterprise application integration, total infrastructure outsourcing, web services (Internet content preparation, etc.), web-hosting and application service providers (ASPs), requirements engineering.

	2. BPS: Business Process Services

	Customer interaction services
	Sales support, membership management, claims, reservations for airlines and hotels, subscription renewal, order processing, warranty administration, customer services helpline, handling credit and billing problems, etc. telemarketing and marketing research services.

	Back-office operations
	Data entry and handling, data processing and database services, medical transcription, payment services, financial processing (financial information and data processing / handling), check credit/debit card processing, human resource processing services, payroll services, healthcare administration, warehousing, logistics & dispatch, inventory, supply chain services, direct & indirect procurement, ticketing, insurance claims adjudication, mortgage processing.

	More independent professional or business services
	Human resource services (hiring, benefit planning and payroll, etc.), finance & accounting services (including auditing & compliance, bookkeeping, taxation services, etc.), data analytics & mining, data/knowledge management, marketing services, product design and development.


Source: Adapted from Mattoo and Wunsch (2003). The list of activities is neither exhaustive nor are the categories mutually exclusive.
� While services are also sourced from OECD countries, notably Ireland and Canada, non-OECD countries are the focus of this paper as they are experiencing high growth rates and have been the focus of most controversy.


� Outsourcing can also occur within the domestic market (e.g. a company outsources its recruitment processing to a local firm). This may be indirectly related to trade, where work is outsourced to a local subsidiary of a foreign company (e.g. to the British branch of an Indian company). However, the focus of this paper is international sourcing, i.e. cross-border trade in services.


� Limited opportunities for skilled labour in many low-income countries mean that business process service jobs can attract more highly qualified and motivated applicants than they do in OECD countries. For example, the call centre industry in OECD countries often struggles with high attrition and sick leave rates, but attracts skilled graduates in low-income countries.


� International sourcing can be a substitute for mode 4, as jobs move to workers rather than vice versa. Given quotas and wage parity requirements for mode 4 workers, developing-country labour-cost advantages show up more in international sourcing (where the service crosses the border via mode 1/2, including from a foreign subsidiary – mode 3) when workers are paid the prevailing local wage than in mode 4. (There is no agreement among WTO members about whether electronic supply falls under GATS mode 1 or 2, hence the terminology modes 1/2 is used).  In reality, modes 1/2, mode 3 and mode 4 are complementary: first, mode 4 facilitates international sourcing (the presence of Indian IT professionals helped to make US companies aware of the pool of talent in India); and second, international sourcing requires the ongoing movement of personnel for negotiation, familiarisation, training and oversight. International sourcing typically involves around 30-40% of total work being carried out at clients’ offices. While there are cost benefits for both client and supplier in a larger ratio of offshore work, as a rule, it increases demands on management.


� Much of the following discussion is related to the US economy due to data availability. There is a particular shortage of data for Europe countries.


� These figures are based on BLS data covering the period 1992-2003. Over this period the job creation rate exceeded the job destruction rate from 1992 until 2000, but fell below it in 2001 and 2002 before regaining the lead.


� The National Foundation for American Policy, cited in The New York Times, 17 July 2004. Proposed restrictions include ‘call centre restrictions’, ‘state contract bans’, ‘bans on assistance to companies that outsource overseas and have 100-person job loss’, ‘data restrictions’, ‘in-state preference’, ‘development restrictions for companies that outsource overseas’, ‘in-state resident requirement for state contractors’, ‘personal data and health care restrictions’, ‘outsourcing notification requirements’ (Klinger and Sykes, 2004).


� Amiti and Wei (2004) found no evidence that sectors with higher growth of service outsourcing would have a slower rate of job growth in the UK (between 1995-2001) when employment was broken down into 78 sectors.


� Indian trade data for IT services are collected from industry surveys conducted by India’s National Association of Software and Service Companies (NASSCOM). See OECD’s Information Technology Outlook 2004 for a discussion of the inadequacy of existing data (OECD, 2004b).





� 	Several factors have contributed to the increase in international sourcing: the maturation of offshore outsourcing platforms, e-based connectivity enabling cross-border trade in services previously only tradable via mode 4, new imperatives of cost control, innovations in business practices and the pool of skilled labour created by investments of several developing countries in education (Morgan Stanley, 2003; Mattoo and Wunsch, 2004). Motivations for choice of sourcing locations can vary, with access to technical expertise the key factor in software development, creativity the main concern in marketing, reputation most important in accounting and financial services, and cost the main factor in routine data processing and data entry services (Huws and O’Regan, 2001).


� 	Mann (2003) notes that the number of workers in most job categories in the US Bureau of Labor Statistics (BLS) occupation code grew between 1999 and 2002. Most job losses were in management and manufacturing occupations. The BLS (2004a) predicts that three out of the ten fastest-growing occupation groups between 2002 and 2012 will be IT-related: network systems and data communications analysts, systems software engineers and applications software engineers. Over the same period, job growth in computer and mathematical occupations is forecast to be more than twice the rate of job growth in the overall economy (34.8 percent compared to 14.8 percent). Software publishers will have the fastest wage and employment growth over the same period; ‘computer systems design and related services’ the second fastest; and ‘Internet services, data processing, and other information services’ the ninth fastest. That said, the situation is less clear for a broader range of administrative workers, who may be more likely to bear the brunt of international sourcing.
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