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This essay challenges claims by economists and management students that ‘offshoring’ is 

just another variety of trade with mutual advantages. I argue that reducing wages through 

offshoring ends up in wealth creation for shareholders however not essentially for countries 

and staff, which several displaced employees have issue ‘trading up’ to higher mean jobs. 

Offshoring may be a new development that entails the structure and technological ability to 

relocate specific tasks and coordinate a geographically distributed network of activities. It 

decouples the linkages between amount creation and geographic location. The result's the 

creation of worldwide goods markets for explicit skills and a shift within the balance of 

market power among corporations, workers, and countries. 
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1. Introduction 

The recent wave of media attention to ‘offshoring’ has 

focused on a widespread concern that this phenomenon is 

threatening a wide range of jobs in Western industrialized 

economies (Bernstein, 2004; Swann,2004). The attention is 

already generating a consumer backlash in Europe and a 

political reaction in many US states (McCue, 2004; Roberts 

2004). If offshoring in the 1970s and 1980s mostly affected 

low-skilled workers, many are expressing alarm that in an age 

of cheap telecommunications, almost any job – professional or 

blue-collar – can now be performed in India for a fraction of the 

wages in the West. At the same time, economists are dusting 

off their traditional theory of comparative advantage and 

asserting that the new trade in services offers mutual benefits 

for trading partners. 

 

This essay challenges the case for mutual edges and 

contends that this wave of international outsourcing signals a 

replacement structural development within the international 

economics, one that raises issues not only for the 

aggressiveness of states except for the welfare of enormous 

teams of staff. I argue that offshoring of services isn't simply a 

macro-economic development driven by new 

telecommunications technologies and falling prices, however is 

additionally closely associated with the event of firm-level 

structure and social control capabilities to coordinate 

geographically distributed networks of tasks and productive 

activities. Analyzing the new offshoring development at this 

level suggests that it's a technique which will shift the balance 

of market power among companies, workers, and countries. 

Moreover, important management theory offers a cautious 

interpretation of the ‘win-win’ assertions encompassing 

offshoring. 

 

2. Wealth Creation, Wage Reduction, And ‘Trading Up’ 

Agrawal and Farrell (2008) argue in their widely-cited 

article within the McKinsey Quarterly that ‘companies move 

their business services offshore as a result of they will create 

more cash – which implies that wealth is formed for us yet as 

for the country receiving the jobs’. This easy equation of 

company profits and national wealth is misplaced on economic 

grounds and is additionally ideological in its universalization of 

company interests. In keeping with Agrawal and Farrell (A&F)'s 

analysis, ‘For each greenback of paying on business services 

that moves offshore, United States of America corporations 

save 58 cents, principally in wages’ and these lower prices 

represent ‘by so much the best supply of import creation for the 

United States of America economy’. Reducing wages, by itself, 

however, doesn't increase national financial gain; it merely 

transfers income from employees to shareholders, making 

wealth for a lucky few. If United States of America employees 

volunteered to require a 90% salary cut, a similar investor 

‘wealth creation’ would result. 

 

A second supply of wealth creation within the A&F 

analysis flows from magnified demand for United States of 

America product from developing countries wherever 

offshoring raises incomes (Farrell, 2005). Economist   expert 

sky-high pursues this theme in reportage a visit to a Bangalore 

call center and seeing a bunch of US-branded merchandise, 

from air-conditioners to computers. Friedman's observation is, 

quite virtually, superficial – at a lower place the whole names, a 

lot of worth additional in these merchandise is additionally 

‘offshored’. The profits from the decision centre flow back to 

bank shareholders, United Nations agency own 90% of the 

company's stock. once visiting associate degree Indian 

company activity animation for United States of America 

studios, economic expert was affected that one yank script-

writer had been ‘outsourced’ to jot down a movie for the Indian 

market. Nevertheless this instance highlights the rare skills that 

corporations have very little different however to use high cost 

of course, real financial gain in industrial countries would 

increase if those displaced by offshoring square measure able 

to shift to additional productive employment. As A&F place it, 

the third supply of wealth creation arises from ‘opportunities to 

coach labor and invest capital to get opportunities in higher-

value-added occupations like analysis and design’. Swann 

(2004), writing within the monetary Times, argued that 

offshoring really generates complementary jobs to support the 

world operations of transnational firms, in fields like general 

management, logistics, analysis and development and 

international IT. 

http://onlinelibrary.wiley.com/doi/10.1111/j.1467-6486.2005.00514.x/full#b6
http://onlinelibrary.wiley.com/doi/10.1111/j.1467-6486.2005.00514.x/full#b30
http://onlinelibrary.wiley.com/doi/10.1111/j.1467-6486.2005.00514.x/full#b21
http://onlinelibrary.wiley.com/doi/10.1111/j.1467-6486.2005.00514.x/full#b25
http://onlinelibrary.wiley.com/doi/10.1111/j.1467-6486.2005.00514.x/full#b25
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The notion that trade allows industrial countries to 

specialize in extremely sure-handed well-paying jobs is 

widespread. The data, however, square measure mixed at the 

best. In an in depth study of employees displaced by imports, 

Kletzer (2001) terminated that ‘the earnings losses following 

job dislocation square measure massive and persist over time’. 

She found that solely 60.4 per cent of employees displaced 

from 1979–99 were reemployed, with a median weekly 

earnings loss of regarding 13 per cent. employees displaced 

from non-manufacturing sectors did a trifle better:65 per cent 

found reemployment, with average earnings losses of solely 4 

cent, fifty five per cent took lower paid jobs, and around twenty 

five per cent suffered pay cuts of thirty per cent or additional. In 

alternative words, eighty six per cent were worse off once 

displacement, fifty six per cent greatly thus. The very fact that 

this study was cited by A&F in support of their claims regarding 

employee quality once more suggests the ideological nature of 

those beliefs. It's unclear however the present wave of high-

skilled employees displaced by offshoring can fare in relevance 

these statistics; a decent case can be created that due to their 

initial salaries and job-specific skills, these employees square 

measure doubtless to suffer even harsher economic 

consequences. 

 

3. 21st Century Offshoring and The New Economic 

Geography 

Twenty-first century offshoring is totally different. The 

rivalry that displaced employees will upgrade to higher added 

jobs ignores the central reality of the newest wave of offshore 

production, that is  top competent jobs also are currently in 

danger, from  programmers to radiographers and accountants. 

Over the past many decades, the USA and Europe witnessed 

a severe decline in low-skilled labour-intense sectors like 

shoes and clothes, however conjointly benefited from the 

expansion of recent talent and capital intense industries, like 

package and craft producing. By the late-1970s, smart 

observers referred to as attention to a brand new trend, the 

separation and geographic dispersion of producing activities at 

intervals a specific sector. 

 

The core driver of the newest kind of offshore sourcing is 

increasing structure and technological capability of 

corporations, significantly transnational firms, to separate 

associated coordinate a network of contractor’s performing arts 

a complex set of activities. The rising world 

telecommunications infrastructure affords a dramatic increase 

in capability and performance at sharply lower prices. If the 

declining value of shipping within the past a hundred and fifty 

years expedited a vast enlargement in change product, low-

cost telecommunications permits for low-priced and instant 

transmission of knowledge that implant engineering, medical, 

legal, and accounting services. Moreover, it's reduced the 

dealing prices of coordinating far-flung operations. 

 

Just as necessary, however, is that the structure capability 

to integrate geographically distributed operations. The event of 

this capability will be derived to the sooner growth of 

international subcontracting (Levy and Dunning, 1993), and to 

the international diffusion of lean production systems, that 

originated with Japanese automotive vehicle makers, to 

different producing and repair sectors. Lean production 

encompasses goals like just-in-time delivery, low inventories, 

tight internal control, versatile production, speedy style cycles, 

and shut technical and supplying cooperation with suppliers 

and customers (Womack, 1990). The requirement for intense 

communication and speedy flows of products and parts light-

emitting diode some observers to conclude that lean 

production and international sourcing were incompatible. 

 

Levy (1997) studied this potential clash within the context 

of the business, however came to a special conclusion. 

Though dispersion of the worth chain obligatory vital prices, the 

study instructed that the applying of lean production strategies 

might really facilitate offshore production by minimizing quality 

issues and provide disruptions, therefore reutilizing production 

and reducing the requirement for face-to-face interaction. In 

recent years it's become clear that leading corporations in 

various sectors, like Walmart and dingle, share the capability to 

integrate the principles of lean production in an exceedingly 

distributed network of activities. These corporations have 

developed experience in building relationships and interfaces 

that modify made integration of style, logistics, and information 

systems with partners worldwide. 

 

Traditionally, the economic incentives for geographic 

dispersion are offset by the ‘stickiness’ of business clusters, 

like natural philosophy and package in northern Golden State. 

These clusters are affixed beside dense webs of relationships, 

establishments, and suppliers, and a standard pool of 

competent labour (Piore and Sabel, 1984). One implication of 

the expansion of company capability to manage distributed 

networks is that the core of those clusters can diminish sticky 

and more and more empty of employees. Maybe geographical 

area can stay a centre for natural philosophy style; however 

several of the package engineers are going to be set overseas. 

The movie industry might still be centered within region, 

however the cartoon animation are going to be performed in 

Republic of India. These regional centres might step by step 

evolve into virtual hubs of worldwide networks, with solely the 

deal brokers and also the workplace cleaners remaining within 

the core. 

 

4. Firm-Level Resources and The Labour 

Over the long run, the impact of offshoring is probably 

going to be a lot of noticeable on wages than on employment 

levels, as declining barriers to distance inexorably result in the 

emergence of worldwide labour markets specially skills. 

Standard trade theory, of course, predicts that trade can 

eventually result in convergence in wages. The new wave of 

offshoring, however, may be a rather more direct type of 

arbitrage in international labour markets, whereby corporations 

square measure ready to shift work to where wages square 

measure lower. 

 

According to point of entry Burtless at the Brookings 

Institute ‘US [white-collar] employees square measure being 

place in direct competition with equally practiced employees 

round the world’ (cited in director, 2004). Within the past, 

economists have pointed to higher levels of productivity within 

the U.  S. However, a perspective nonmoving  in organization 

and management theory points to firm-level capabilities and 

efficiencies, similarly as possession of valuable complete 
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names, as a crucial supply of upper productivity. it's not that 

Americans, as people, square measure smarter or work 

tougher than their counterparts overseas, however they add 

organizations that reach achieving firm-level (or network level) 

efficiencies and charging premium costs. This can be 

associate degree insight that flows from the sector of strategic 

management instead of macroeconomics; corporations fancy 

superior returns supported their ability in building distinctive 

resources and capabilities, and invulnerable market barriers to 

competition. The implication is that offshoring will modify 

corporations to move specific tasks to remote locations while 

not sacrificing firm-wide productivity. 

 

5. Strategy and power in global value chains 

The latest wave of offshoring is generating media attention 

as a result of it threatens upper-middle-class and high-income 

employees. The new offshoring doesn't effect on any sector in 

particular; rather, it affects specific price chain tasks. It’s 

resulting in a micro-division of labour during which employees 

will be geographically separated from the assembly. Hospitals 

are catching with offshore technicians to scan X-rays 

transmitted digitally over the web, and university experiments 

with ‘distance-learning’ might simply be extended to include 

professors settled overseas. Organization and management 

theorists maybe have some ‘comparative advantage’ in 

critically examining the persistence of those claims of mutual 

gain. 

 

The McKinsey article exemplifies the discourse close 

offshoring, free trade, and globalisation a lot of typically. 

Wealth transfer is equated with wealth creation, company 

interests conflated with those of society as an entire, and 

therefore the method is delineate as natural and inevitable, 

resulting in prosperity for industrialised and developing 

countries alike. Crucial management theory offers a collection 

of frameworks and tools for inquisitory these assumptions for 

his or her ideology underpinning   for revealing the broader 

asymmetrical power relations among that the practices and 

discourses of management are embedded .using components 

of the crucial framework, argues that 

{globalization|globalization |economic method} may be a 

deeply political process that affects actors in differential ways 

in which, in the course of an ideology that legitimizes the 

method. Banerjee and Linstead (2001) likewise contend that 

the affair rhetoric of globalisation masks a kind of neo-colonial 

relations between countries that subsumes native cultures 

among a worldwide culture of consumption. 

 

The new offshoring development must be place into the 

context of broader changes within the international methods of 

corporations and shifts within the international economics. 

Recent work on ‘global goods chains’ (GCC) provides a robust 

abstract framework for creating these links. GCC builds on 

archangel Porter's classic ‘5-forces’ approach to strategic 

analysis by specializing in sources of market power, like 

stigmatization or technology, that produce to above-average 

profits. GCC analysis has provided a series of wealthy case 

studies of the dynamics by that corporations commit to sustain 

barriers to entry within the face of relentless pressures from 

competitors to erode market power and commoditize product 

and services. These dynamics are settled within the context of 

the spatial structure of a worth chain and therefore the power 

relations among the constituent actors. 

 

At a broad level, the GCC approach demonstrates that the 

profits and high wages related to ‘high value-added’ activities 

don't accrue to corporations, workers, or countries just by 

agency of toil or the possession of explicit skills. Instead, it's 

primarily market power derived from the development and 

protection of distinctive assets and capabilities that drives 

returns. Therefore personal computers became commodities, 

as have engineering degrees. Meanwhile, Nike will wield its 

brand to sustain high margins on shoes that are, by 

comparison, comparatively unsophisticated. Subcontractors 

creating the shoes in Dutch East Indies are mostly 

interchangeable, however, as are their minions of extremely 

productive nonetheless poorly paid employees. 

 

Viewed during this lightweight, offshore methods are a lot 

of concerning shifting relations of power than gaining potency. 

Corporations are ready to faucet new pools of gifted 

employees in countries that afford few employment 

alternatives, very little restrictive protection and weak social 

safety nets. Moreover, the creation of worldwide labour 

markets for specific ability teams reduces the negotiation 

power of all employees in regard to their employers. Offshoring 

conjointly shifts the balance of market power among 

corporations. Whereas a pick cluster of subtle first-tier 

suppliers may get pleasure from their relationship with core 

corporations, several firms, significantly in developing 

countries, ar seemingly to suffer a loss of market power 

(Humphrey, 2000). Offshoring needs the simplification of 

linkages with partners and therefore the codification of 

antecedently implied and embedded info. The result's an 

inclination to commoditize the outsourced activities, 

furthermore because the labour related to them, reducing 

profits, and wages within the method. The core corporations 

that orchestrate and coordinate advanced price chains, like 

holler and Nike, gain in market power thanks to their distinctive 

experience in managing these networks furthermore as their 

management of brand name names and key technologies 

(Kaplinsky, 2000). 

 

6. Conclusions 

While the media have been raising popular concern about 

the growing phenomenon of offshoring services and high-

skilled jobs to developing countries, most economists have 

been arguing that offshoring is just the latest incarnation of 

international trade that will bring mutual gains to all parties. 

Insights from organization and management theory, however, 

suggest that the concerns regarding job losses and wage 

erosion are well placed, and that the recent wave of offshoring 

does possess a novel character. Companies possess a 

growing organizational and technological capacity to 

coordinate a dispersed set of economic activities, so that even 

sophisticated tasks can be located in remote locations and 

integrated with a multinational's global web of activities. As a 

result, offshoring is affecting particular value-chain tasks, 

creating global commodity markets for the associated skills. 

Companies may well benefit, but firm-level performance is 

becoming increasingly dislocated from the welfare of countries 

or workers. The traditional appeal to workers to upgrade their 
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skills sounds vacuous in an economy where unemployed PhD-

level engineers are searching for retail work. 

 

A more critical perspective on offshore sourcing suggests 

that it is not just about efficiency, but rather strategies of 

power. Firms attempt to raise market barriers to protect their 

core assets and capabilities, while commoditizing the activities 

that they outsource. The result is a shift in the distribution of 

resources and the balance of power between and among firms, 

countries, and social groups. These strategies are intertwined 

with more conventional forms of political power, as market 

structures are embedded in social relations that, for example, 

position the state as a promoter of corporate rather than 

national interests and constrain the ability of unions to 

challenge the process of international economic restructuring. 

Strategies of power also encompass the ‘win-win’ discourse 

that acclaims and legitimates these processes. 

 

These changes will not happen overnight, of course, but 

are rather a long-run process of structural transformation. 

Electronic communication does not always substitute well for 

face-to-face communication, and some companies are 

concerned about quality issues (Moules, 2004). Job relocations 

will be resisted by opposition from consumers, workers, and 

sometimes from politicians. The trend, however, is clear and 

inexorable (Luce and Merchant, 2004). Ultimately, 

as Kaplinsky (2000, p. 1) puts it, ‘it is not so much a matter of 

whether to participate in global processes but how to do so’, in 

a way which provides sustainable income growth, 

opportunities, and quality of life for rich and poor alike. 
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