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CONTRACTING OUT

Introduction

In current discussions on the state and prospects of the

economy, there are Lhree propeositions in wide circulation.

At times they are taken for granited; hut,the evidenre for
)

L
them is not always clear.

First, there 1is the claim that the output of service
industries- however defined  cepresents weil over half of
GDP  and almosl three guarters of total employment and that
this represents a marked change. Secondly, there is the
counter claim that this Is nol 4 furdamental change insofar
as many of the service outputs wihich are now measured, used
to be performed on own account by the goods producing
sector. Ard thirdly, there is the claim Lhat since many
services are provided by small business units, their net
growth iz consistent with the abservation that nost
employment creation in recent years originated in small

business.

The puarpose of this paper is Lo unlbline a series of steps
that Statistivs Canada proposes Lo take in order o test the
proposition 1In its extreme form that no business services
have heen created Lul rather they zepresent a trend towards
contracting out. TIf this oroposition 1s berne out by

evidence it foullows that our mmans of measuring business



services were at fault prior bto contracting out and that

current ftrends observed in this sector are no more fthan a

different way for business to carry on Its dctivities,

Moregver, whether or nol small husiness is at the root of

recent employment creation is immaterial insofar as it  can

only function to,the extent it provides {raditional services
a

. .
Lo equally traditionally estab’ished goods producing

business.

The point of reporting on this project is that it must use
the output classification that was agreed to be developed hy
the ad hoc meeting on services stalistics convened earlier
this year in Voorburg, This would constitute an immediate
application of the classification and one whose relevance

cannot be over- emphasized.

Procedure

The procedere to be ocutlined reguires the Eollowing elements

a. Dutput classification and target units;

b, Vehicle;
¢, Metrie; and

d. Linkage to other business characteristics.

These elements will be discussed in turn after disposing of
two definitional issues. "Contracting out” is defined as a

transaction that crosses the houndaries of an enterprise,



the  latter being understood as the smallest set  of
productive  operations under common ownership and coantrol,
capable of reporting a full and conscolidated balance sheet,
By opposition, "own account" is defined as referring to
transactions that take place within the enterprise‘s
poundaries whether within the same producing,unit or ameng

L)

different producing units under the same ownership and

canfrol.

a, Output classification and target units

& first and aggregated list of services is attached teo this
paper. (see attachment 2} This is not to be interpreted as
a final classification. Literally, its purpose is to get a
fuvol  in the door, The idea is to select a sample of large
and complex businesses and through either Interview or mail
questionnaire ascertain which of the service outputs 1listed
are provided by the unit and if so which are purchased and
which are produced on own account. Obviously, one of the
possible and even likely results is that the 1list of
services employed is peither complete nor unambhiguous. But
since this iz no more than a first stage in the process,
retining this list to the point where it becomes operational

is an important step forward.

The target for the classificalion is either the business head
office or its anciilary units. There should be no surprising

results insofar as these are the units which are presumed tao
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buy, make, and deliver Lhe services necessary for the
business to operate. But the knowledge that has to be
acquired formaliy and systematicalily is how these units are
stroctured and how they operate vis a vis the rest of the

enterprise.

b. Vehicle

Traditionzlly there have been twe classes of business
surveys. Unfortunately, neither is adequate. The first, is
the c¢lass of surveys designed to measure the financial
position of the enterprise as a whele. The merit of these
surveys is that they relate £o the whole rather than Lo a
single part of the enterprise. But their disadvantage is
that they are not designed to measure transactions within
the business and are probably addressed to the wrong

organizatienal unit within the enterprise.

The second class of surveys consists in the ones designed

to  produce industrial statistics., In principle, these
snrveys are better geared for the purpese at hand except
that they are addressed to the nanagement of productive
units. They nelther see the business as a whole nor  aze
they apt to measure intra company flows of services. There
is nothing intrinsic in this in the sense that 1{ zre-
designed these 50rveys might provide the missing
lnformation. Bul as a matter of fact they cannot do so  now

and have not done so in the past.
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12.

13.

There is however a third class of survey that £its the bill,
at least initially. These are the surveys designed for the
delineation of the structure of & business. They are
addressed to head cffices and concenfrate on the boundaries
of the enterprise, its constituent elements and how the
various accounts suppoert the relationships that may exist
] ¥ ¥
among the various components of the hiosiness. In  Canada,
Lhese surveys, wariously conducted by mail, telephone and
personal interview are known as ‘"profiling™ and their

results form the backbone of the business directory from

which all business surveys are driven.

Profiling can be used effectively to find out at least which
services are provided, purchased and produced on awn
account. Initial experiments sugyest thakt this is feasible
and that it is oot perceived as inflicting undue response
burden. In the months te come this proposition will be
better tested. aAttachment 1 is a simple version of the kind
of question that might be included in a profile, to

determine the presence or ahsence and the crigin of services

provided.

., Metric

This will be needed to compare services "made" with Services
"bought®. In fact, given a set of internal costs and
external prices there must be a point in an enterprise's

preduction function where it is indlfferent bhebween wmaking
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and buying, But to measure shifts, trends, and to assess
even 1f only qualitatively whether marketed services fo
business are the same as own account, a metric is requirzed,
Such a netric can only be developed Lo the extent that it is
supported by business accounts. And Lhis in turn is another
test for the initial versioep of the classification.

L) ' ]

In an ideal situatien, the enterprise would maintain
detailed price and guantity records of the services provided
to itzelf and would ensure that prices were market rather
than notienal prices developed purely for purposes of
internal management. I{ such records existed for each of Lhe
services mentioned in  the form in attachment 2, their
exploitation would provide information on size, change over
time, and If a shift between "making” and "buying" took
place, an immediate measure of the effect of the shift 1in

value terms.

In practice, +this is not qoing tc be the case. At best,
enterprises may have personnel records for the in house
services, from which one might derive size measured through
the payroll; and perhaps a finer information througn the
occupational characteristics of the personnel involived.
Whether the records exist and If so Lo which extent they ars

acuessibie remains to be examined.

The ideal Lype of information weould also provide the hasis

to estimate cost structures for the productive units of the
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enterprise and these structures could be re-estimated if &
shift between making and buyirg teck place. But the chances
are that such structures will have to be created by

statisticians on the basis of whatever indirect indicators

are judged appropriate.

L] 3

L} ]
d. Linkage to other business characteristics

In addition to the obvicus linkages, there are two kinds of
linkages that will have to be worked ocut. One is historical
and at the level of aggregated data. The other is at micro-
data level. In order to study either of them, the husinesses
profiled must give an indication of which services they made
and bought at some previous period. Actually, the study of
trends would improve further if an addiliuvnal guestion on

plans for making or buying given a stated time horizon were

asked.

Tt a business claims that it makes x(t] and buys y(t) and
that It made x(t-1) and bought y(t-1} the shift dit) should
have an impact on the business cost structure. Ezperience
will show to which extent such a change is detectabie in
the midst of all the other changes that may have occurred

during the pericd under chservation.

If an aggregate of businesses claims that Lor Lhe service i

there has heen a move away from making and towards huying,

Lhis should be detectable in the qrowth of marketed activity
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of service | or indirectly in the sales of ihe industry
whose chief outlpul is 1. Tf there is a metric that suggests
the value of the service i when it was prodoced on  own
acceunt, that ¢ould be compared with the change in sales af
product 1. These are Lenbative comparisons regeired to

bace up or contradict theyinitial propositions.

Qf course there are the obvious linkages to known
characteristics of the businesses profiled. These businesses
have industrial and geographical classifications and their
financial and industrial returns are on record. Accordingly,
patterns of waking and buying ecan he  associated with

industrial activity, size, and access.

& small test was conducted with seven head offices of ftirms
in manufacturing and wholesale as well as in  engineering,

arcnitectural and computer services.

The results of this limited test displayed in attachment 3
ghaws that it will be feasible to identify effectively which
services are provided, purchased and produced on own account

in a profiling activity as described above in 11 and 12.



Concluslons

The coming few months are going to witness to which extent
this procedure is amenable to yielding interesting results
in the short zun. If sc, the impact on the understanding of
major trends in the Canadian- and by extension in developed
y @ . n &
countries'- economy could be very significant., In the
meantime there is the classification to test and there is

also an invitation for other countries toc contribute their

experience or a prior Knowleddge of these matters.

o



Attachment T

W do you obtain the following services?

Type of Service

We produce
the service
in house

We Tuy the
service on
the market
from another
firm

We obtain the
service from
another branch
office of our
firlh *

Not
applicable

onsulting and Other
rofessional Services

Legal Bervices

I vineering Services

bnagement and Information
iervices

T_ Jiputer Services

Financial

Accounting

Billing

Payroll

dvertising Services

ransportation Services

T
-

Freight

lare* ~using/Inventory Control

entals

Space

Equipment

‘ther Services




At tacheent 11

DI H CHARACTERLSTICS -

Head Nffices

Ly oF semvice

Aovewgnlk iy Serviees
Finenral Agdytiey
Compilatian
Hervd aw
Acvuantorg & Texatien
UF ber

Bookdroping Services

3
TRrat1on Services

1
Coepotate Tex Planning & Consudt 1ng
Comporate Tax Freperation & Revier
OLher Tax Kelated

Management Comaulting Searvicaa
Gereral Mansgement Consdl: ing
Firnancial Menagement Conault ing
Murketing Maragunent Cormolt img
“man Regoarces Managemant Conediting
Prodict 1on Henagement Lonsalting
Fublie Heletwons Sepvipes |
fither Murnageme nt Corsul b ang

services Kelated to Management Consul:ing
Mathel Recearch Services
tconamic & Sacial Intelligenee Secvites
Project Manmement Services
Arbitcetwon and Conciliation Secvices
Othes

Fergonnel Services

Qffice Services
Secratarial Stenpgrephic
Test Processag, Jupliceting
Addrassaing, Maalirg,
Cther Genmral Office

Al

Gaivicas

legal Sevvrces
leqal Sepresanbation Seevicea
Legal Advisors and Counsellimg Setvices
Mhet Legel Services

Secur ity and Investwgation Services
Jelecl ive ard Frotect we Secvices

Adwrtiaing and Promot ion Services
Adwert1sing [lacement Hetvicas
Citer Adwertising Services
Graphics Derign

?'I'I‘PE OF SEAVICE

Fomputyng and Daka Procesasing Secvices
Uata Base Jervices
Computar ard Sof teare Conzultancy
Onta Processing Services
Turrkey Syetana
Sof bware Supply
Maintenance snd Kepeir of Computer Syetems

Technical Services

Architecturnl Sarvices

tngi neering Sorvices

libeyratal Engineering Secvices

Urban Plannirg and Landscupe Arch itectur sl
Services

Ralated Scientific and Technical Consult 1ng
SerTvices

Techracsl Teslireg and Anelysls Services

Research and Deve lophe ot
Research and Deve lopment Services
Bagic Researdt
Aiplied Resassch
Exparimental Deve Iopment

Frwst angr mphoe
Comme reial Photograph Services
Photogreph and Mat inn Ficture Fraocesaing
Services

Inspection Sevices

Rental and Leasirg

Real Eelate Services
Frperly Mernagene nd
| Rral Estale Beve Soyameal

Ingur gnce Services
Self-lnwyrence Services

Health mnd Sacial Services
Medical Pract ice Services
Nther Health Services
Zhald Dey {are Services

Training Services
Technical and Voret ienal Fducation
Other Eduration Servicea

Artuarial Jecvices

HMakeling SEIvices
Walrsale

Retai!

Firencial Services
Financial Irtermeds stoon anmd Relat-d
e CHE

Inventary Centrul Servw e

Diatritut1on Services

Covmmicut ton Ang Infomat on Soovices
Hroadceat Comminicabinr Aot ivities
Adperatipn and s intenance of Trenamission

Fucrilitaes

Invesment 3arvices
Trwe stment Manageme nk Servl cea
Heiding Companias | “omopersting] Invastwent
Hanegament Servicas
Other Lraegtment Sepvices

Other Buzine=s Services
Custome Zrokers
Frvight Popvarders
Interior Deswgn




Artachment III

w do you obtain the following services?

We produce We buy the We obtain the Not
Type of Service the service service on service from applicable
in house the market another branch
: from another cffice of our
. ’ firm firm
onsulting and Other
rofesgional Services
Legal Services 1 2 4
I ‘neering Services 1 1 1 4
anagement and Information
2rvices
I_-t.,«_,ﬂp\.ltexf Services 3 2 2 -
Financial
Aoocounting 2 4 1 -
Billing
Payroll
lvertising Services 1 2 1 3
ranspertation Services
i T Kk 2 4 - 1
i
| Freight
ire}  sing/Inventory Control - 1 1 5
‘ntals
Space 5 2 - -
Equipment

‘her Services




