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Research

= Qutsourcing turnover by country not
avallable

= Beginning In 2006, affiliated trade
available in US National Accounts

= Affiliated transactions consist of intra-
firm trade within multi-national
companies—specifically trade between
U.S. parent companies and their foreign
affiliates and between U.S. affiliates and
" their foreign parent groups
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U.S. Cross-Border Trade In Services 2006-2007

(Millions of dollars)
2006 2006 2007 2007
Exports| Imports| Exports| Imports
Total private services | 415,321 | 313,865 479,980 | 341,126
Unaffiliated 305,188 | 246,074 347,810| 264,411
Affiliated 110,133| 67,792 132,170 76,716



Presenter�
Presentation Notes�
The data show a U.S. trade surplus in services of more than $138 billion in 2007. This contrasts with the 2007 U.S. trade deficit in goods of almost $831 billion dollars.  Not only has cross border trade in services helped to offset at least some of the U.S. balance of trade deficit, but the growth in services exports has consistently outpaced the growth of U.S. GDP�
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m Offshoring and offshore outsourcing
» Business, Professional and Technical Services

U.S. Cross-Border Trade in BPT Services
(millions of dollars)

2006 2006 2007 2007
Exports | Imports | Exports | Imports

BPT services 89692 | 61068 | 107675 | 68763
Computer and information services 10341 | 13604 | 12728 | 14815
Management and consulting services 22058 | 19361 | 24699 | 20475

v R&D and testing services 12821 9429 | 14698 | 11437
= Operational leasing 10389 | 1161 11664 | 1046

125 YEARS

BLS Other BPT services 34083 | 17513| 43887 | 20990



Presenter�
Presentation Notes�
BPT services accounts for about 22 percent of all U.S. services exports and about 20 percent of all U.S. services imports.  Services related to IT are primarily measured in the Computer and information services component of BPT services.

Computer and information services are not explicitly defined in NAICS or ISIC but as used in the BEA trade survey, Computer and information services include data entry processing; computer systems analysis, design, and engineering; custom software and programming (including web design); integrated hardware/software systems; and other computer services (timesharing, maintenance, web site management, and repair).  In other words Computer and information services can also be broadly thought of as IT services.  

U.S. exports and imports of Computer and information services have followed a steady upward trend since 1997 that is partly due to the ubiquitous presence of the Internet and general declines in the cost of telecommunication.  However, unlike other components of BPT services, the U.S. surplus in C&I services shifted to a deficit in 2004 that has continued through the most recent data in 2007.

 Unfortunately the cross-border surveys used in the national accounts do not identify what portion of the BPT turnover data is directly associated with offshoring or offshore outsourcing. �
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Data comparability issues

Discrepancy Between U.S. and Indian Trade Data for BPT Services

2003
B India BPT BExports to the
| U.S.
8 US BPT Imports from
India
2002
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Presenter�
Presentation Notes�
 Another issue that potentially clouds the view is the degree or lack of comparability in trade data between some countries.  India is often cited as one of the prime examples of geographic arbitrage used by companies in developed countries to reduce labor costs in IT services.   However, quantifying the geographic shifts in IT services production due to globalization effects is complicated when different methodologies and definitions are used to collect trade data.  

For instance, a report by the U.S. Government Accountability Office (GAO) in October 2005, “U.S. and India Data on Offshoring Show Significant Differences”, points to different data collection methodologies.  These collection and methodological differences led the U.S. to report in 2003 that BPT service imports from India as more than 20 times smaller than India’s report of BPT exports to the U.S. 

Trade data for 2002-2003 BPT services from India to the U.S. is shown in Chart 1.  The GAO report describes many of the reasons for the discrepancy, but the main contributor appears to be in how BEA and India define BPT services.  Another contributor to the data discrepancy was the previously mentioned inability of the U.S. to include affiliated transactions in the national accounts prior to 2006.  There are several other reasons for the gap in trade statistics between the U.S. and India mentioned in the GAO report, some of which may have been partly addressed.  However, the main issue was accurately described years ago by Kozlow and Borga (2004) when they stated somewhat obviously that “bilateral and private sector comparisons are difficult” and some questions on offshoring require more transparent data and robust economic models than are currently available. 



India counts its citizens working in the US as exports and the US doesn’t count Indian citizens working in the US as imports�


Company Information

= Unscientific US survey of PPI
respondents from IT services industry:

= Qutsourcing was a small part of their
business and not likely to expand in the
near term
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Company Information

= Unscientific US survey of PPI

respondents from IT services industry:

= Problems with intellectual property
laws/enforcement in developing countries limit
outsourcing to technical/customer support, testing
and development activities

= Unique core processes (intellectual property) not
outsourced, kept as in-house domestic operations
or offshored to company owned/controlled
subsidiaries
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= Unscientific US survey of PPI
respondents from IT services industry:

» Largest globalization impact on prices is
from fluctuations of the dollar relative to
currencies of the countries in which IT
services are marketed

» Overall pricing strategies influenced by
competitive conditions in US market
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= Unscientific US survey of PPI
respondents from IT services industry:

= Qutsourced services are the same or
approximately the same quality as when
produced domestically
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Presenter�
Presentation Notes�
From a purely SPPI perspective, if the service is the same or same quality, then outsourcing to another location whether domestic or off shore, to reduce costs is not a concern (unless the change results in a change in industry classification).  The real issue is whether output has changed as a result of a shift from a internal to external production function. �


Company Information

® As long as outputs are unchanged, the
primary interest of an SPPI Is to record
transaction prices that are tied to the
firm’s revenue function
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m If a component of an IT service Is offshore
outsourced resulting in lower costs for the
same service in period 2 compared to when

producec
change s

domestically in period 1, any price
nould be recorded Iin an output-

based SP

P| as a pure price change (no quality

adjustment required). Any cost difference
due to a shift to an outsourced
transformation activity Is irrelevant to output
price measures If output remains unchanged


Presenter�
Presentation Notes�
A different price measurement challenge is presented when a job or components of a job is outsourced and results in qualitatively different outputs.  In this situation the FIOPI (fixed input output price index) model has been violated and some type of quality adjustment to account for the change in output quality is needed. The main point here is that explicitly valuing changes in IT services outputs has always been a problem for statistical agencies whether outsourcing was a factor or not.  

 Understandably, national accountants and productivity staff may have a different view due to their own statistical mission.  The different viewpoints may be somewhat institutional in nature depending on how integrated the various statistical programs are organized.  In the U.S. the national accounts, productivity and PPI are independent programs, each with their own conceptual targets.  For instance, the U.S. PPI recognizes the national accounts as an important client and tries to provide the best deflators while adhering to the FIOPI model as its conceptual foundation.  

 It would appear that if adjustments to outputs, including foreign trade statistics, are needed due to shifts to offshoring or offshore outsourcing, then such adjustments are best developed in the national accounts.  Questions of scope or classification, such as whether a service can be defined as domestic or import depending on the role of offshore outsourcing are currently under review in the U.S.

 �
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m Question about obtaining cost data for
guality adjustment from outsourcers
rather than sampled companies???

m For SPPIs, that data cannot be used for
valuing quality for changes in services
or outputs of sampled companies
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Contact Information

Roslyn Swick
Chief, Branch of Industry Pricing
Division of Industrial Prices and Price
Indexes
www.bls.gov/ppi
202-691-7748
swick.roslyn@bls.gov
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