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1. The Great Global Job Shift

A cover story in the February 3, 2003 issu®adiness Week highlighted the impact of global
outsourcing over the past several decades on @déygand quantity of jobs in both developed
and developing countries (Engardio et al., 2003)e first wave of global outsourcing began in
the 1960s and 1970s with the exodus of productiba jn shoes, clothing, cheap electronics, and
toys. After that, routine service work, like criedard receipt processing, airline reservations,
and the writing of basic software code began toemfishore. Today, the computerization of
work, widespread access to the Internet, and hpgled private data networks have allowed a

wide range of knowledge-intensive jobs to becomeenfiootloosé.

Global outsourcing reveals many of the key featofeontemporary globalization. It deals with
international competitiveness in a way that undmess the growing interdependence of
developed and developing countries; a huge paheoflebate centers around jobs, wages, and
skills in different parts of the world; and thesea focus on how economic activities are
organized across firms and country boundariesydrete in this production chain value and
employment is created. There are enormous pdlasavell as economic stakes in how global

outsourcing plays itself out in the coming yeaestipularly as well-endowed and strategically

! Much of the material discussed in these lecturfisats a close collaboration with John Humphrey
(Institute of Development Studies, University osSexx, UK) and Timothy Sturgeon (Industrial
Performance Center, Massachusetts Institute ofri@dopy, Cambridge, Mass., USA) as part of joint
work on the Global Value Chains Initiative fundgdtbe Rockefeller Foundation in New York, NY.
Information about this project can be foundh#p://www.globalvaluechains.orgHowever, the opinions
or any errors contained in this paper are the msponsibility of the author.

% The extent of global outsourcing is impressive 2001, about 90% of all consumer electronics sold
the United States were produced offshore, as wa@b86 of footwear, toys, luggage and handbags,
watches, clocks, games, and television sets, 708icpéles, 60% of computers, and 57% of apparel
(USITC, 2002).




positioned economies increase their participatioglobal value chains. Countries like India,
China, the Philippines, Mexico, Russia, and pafrsastern and Central Europe are replete with
college graduates who speak Western languagesiéewaical training in engineering and the

sciences, and can handle outsourced informatidmt#agy work.

The rise of global outsourcing has triggered wanfesonsternation in advanced economies
about job loss and the degradation of capabilitias could spell the disappearance of entire
national industries. Many have dismissed theseams, arguing instead that global outsourcing
should be embraced as a mechanism for economgsft@ut of low-value activities and old
industries, freeing up capital and human resouiaesigher-value activities and the
development of newer industries and cutting-edgeycts The Economist, 2004a; 2004b). But
clearly such assurances are of little comfort tséhwhose economic survival has been placed in

jeopardy by direct competition with firms and warke&vith low wages and good skills.

Global outsourcing has also triggered a debatetahewbenefits and costs of globalization for
developing countries. Some claim that it has edremely beneficial, but others argue that
global outsourcing has led only to “immiserizingbgith and a “race to the bottom,” as
developing countries compete with one another fier tfansnational companies the lowest
operating costs (Kaplinsky, 2000; 2005). The reeemergence of China and India as important
nodes of activity — or hubs — in global value clsalras expanded the global labor force so
significantly that globalization may bid down theimg standards not only for unskilled work

and primary products, but increasingly for skillgdrk and industrial products as well.

Despite popular notions to the contrary, globakoutcing has not meant a wholesale transfer of
economic activity out of developed economies ama developing ones. A large and important
set of activities have remained rooted, at leasaison advanced economies, even as they have
become tightly linked to activities located elsevgheThe cumulative effect is that cross-border
linkages between economies and firms have growrm mlaborate. Firms are less likely to
simply make products and export them; they increggiparticipate in highly complex cross-

border arrangements that involve a wide array dahpas, customers, and suppliers. Global



outsourcing has given rise to a new set of econstnictures in the world economy that we

refer to as “global value chains” (Gereffi and Kapky, 2001; Gereffi et al., 2005).

In these lectures, the global value chains perseist used to look at how offshore outsourcing
has affected the quantity and quality of jobs i gfobal economy. There are four main themes
that run through the ILO Social Policy Lecturestar. First, an analysis of jobs in the
contemporary global economy requires an integristedework that looks at the industrial
structures of both advanced industrial and devetppconomies, which are closely linked
through the dynamics of global value chains. Thetegies of new types of lead firms in these
chains since the 1970s (global retailers, brandadketers, and brand-name manufacturers) have
tied what is sometimes referred to as the deingligation or “hollowing out” of manufacturing
sectors in developed countries to export-oriemedstrialization in many parts of the

developing world.

Second, jobs in the global economy are most usetolhceptualized not by their location in
particular industries or countries, but rather gitt role in global value chains. This paper
discusses four types of jobs in the global econoiy:assembly jobs, usually involving the
processing of imported inputs for export of divemsgnufactured products; (2) manufacturing
jobs associated with the “full-package” productadriinished consumer goods, typically led by
U.S. and European retailers and branded marketerpiocess of buyer-oriented industrial
upgrading; (3) jobs related to original design nfanturing (ODM) and own brand
manufacturing (OBM), which often involving the siyppf key components or subassemblies to
large manufacturers in a process of supplier-cegimdustrial upgrading; and (4) knowledge-
intensive jobs linked to the offshore provisionmbrmation technology and business process

services.

Third, while contemporary globalization has beesoagted with the geographical dispersion
and fragmentation of production and trade netwdtiexe has been a significant consolidation of
global value chains in recent years. These catestidin trends will be illustrated with reference

to China, India, and the apparel industry.



Fourth, and finally, we believe that these featwfeglobal value chains, industrial upgrading,
and the global labor market highlight the needsfoethinking of the development agenda in
both the developing and advanced industrial ecoeemr his is driven not only by changes in
the capabilities of countries and workers thatipi@te in the global economy, but also by
pressures from transnational civil society actorsetlefine and expand our contemporary

notions of global corporate social responsibilityl grivate as well as public governance.

2. Offshore Outsourcing, and Development: Old anélew Trends

Offshore outsourcing has been gathering pace #iec&970s. This process combines two quite
distinct phenomena.. “Outsourcing” is a standaukat of all businesses, which frequently and
continually need to make the decision to “makewy’tspecific inputs and services. While
companies regularly decide whether they wish tapce goods and services “in house” or buy
them from outside vendors, the tendency in receats/has shifted in the direction of “buy.”
Major manufacturers, such as the automakers GeNatalrs, Ford, and Toyota, have spun off
their huge internal parts divisions as independappliers (Delphi, Visteon, and Denso,
respectively), and many businesses have outsoareaede range of services, such as accounts
receivable, insurance, and logistics, to specidlfaens In industries like electronics,

manufacturing itself has become a service.

“Offshoring” refers to the decision to move the glypof goods and services from domestic to
overseas locations. These activities may beezhout in facilities owned in whole or in part by
the parent firm, by transnational suppliers, otdnal suppliers. The geographic shift of
industries is certainly not a new phenomenon.héndarly twentieth century in the United States,
many industries that were established in New Ertjlanch as textiles, apparel, footwear and
furniture, began to move to the U.S. South in deaf@abundant natural resources and cheaper
labor, frequently in “right to work” states that dwit difficult to establish labor unions. The
same forces behind the impetus to shift produdtidow-cost regions within the United States
eventually led U.S. manufacturers to cross natiboatlers to places like Mexico, Japan, and
Singapore, and eventually to most of East AsiaotAar major driver of industry re-location

have been trade rules, which either tilted thermdor market access in favor of local



production or reduced tariffs in outward processnage (or production sharing) to the point

where manufacturing offshore for the home marketbe highly attractive.

The offshoring of jobs is not a new trend. Iteefk the fragmentation and geographical
expansion of international production and tradevodts in the global economy, which has been
going on for decades. What the global value chagmspective highlights are the various forms
of explicit coordination or governance in globalurstries, and the existence of “new drivers”
(most notably, retailers and branded marketera)vnde range of agricultural, manufacturing,
and service industries (see Gereffi et al., 20056, 2005).

From the point of view of global development, thifsloring of both manufacturing and service
jobs is important because it has helped to spuinthestrialization and upgrading processes that
have occurred in developing countries. This ha&nlmme of the main positive aspects of
globalization. But a closer look at the kindsalf$ being created in global value chains reveals

striking asymmetries and knowledge gaps.
3. Jobs in the Global Economy: A Global Value Chain®erspective

From a global value chains perspective, the indlsitructures of the advanced countries are
intrinsically linked with networks of suppliers amarkers across the world. A striking feature
of contemporary globalization is that a very laage growing proportion of the workforce in
many global value chains is now located in develggiconomies. In a phrase, the center of
gravity of much of the world’s industrial produatibias shifted from the North to the South of
the global economy. In the 1970s and 1980s, matlyemewly industrializing economies were
narrowing the industrialization gap with advancedremies, and by the end of the twentieth
century, the proportion of gross domestic prod@®P) in manufacturing was actually higher in

various parts of the developing world than in adeshindustrial regiorigArrighi et al, 2003).

% The percentage of GDP in manufacturing in the Tiatld moved from 78.3% of the First World average
1970 to 99.4% in 1980, 108.1% in 1990 and 118%9®81 There was considerable unevenness at thenedgi
level. Thus, in 1998, China was at 190% of thetRl¥orld average, Japan was at 119%, East AsiaquitChina
and Japan) at 130%, and Latin America at 105%th@mther extreme, West Africa and North Africa evprst
over 70% of First World manufacturing levels, Sudh&ran Africa stood at 78%, and South Asia at 78fhghi et
al., 2003: 12).



These aggregate figures only tell part of the mhd development story, however, and they hide
deep and pervasive asymmetries in the global ecgpndiimst, the trend toward industrial
convergence noted above was due primarily to Pistld de-industrialization, rather than to
endogenously generated industrial developmentarTthrd World. The shift of manufacturing
jobs from developed economies to lower-cost pradoctites overseas entails what some see as
a “hollowing out” of the industrialized world, inalling the growth of a vast service sector that
accounts for two-thirds to three quarters of thesjm high-wage economies, such as the United
States, the United Kingdom, Canada, Germany, goahJ@gee Chart 7.1). Thus, the offshoring
of manufacturing jobs from industrialized natiossiikey factor in explaining the impetus

behind recent Third World industrialization.

Chart 1 about here

Second, the gains from industrial growth are higiugcentrated in both the developed and
developing portions of the world. If we look atmigacturing value added (MVA) as an
indicator of the amount of industrial activity aaliy carried out in different countries, the top
three performers in 2000 in terms of their sharglobal MVA are the United States (24.1% of
the total), Japan (14%), and Western Germany (8.&#9wed by China (7%). Within the
developing world, just six economies account fop-thirds of all MVA in 2000: China
(29.4%), South Korea (10.8%), Brazil (7.9%), In(Bal%), Taiwan (5.9%), and Mexico (5.2%)
(see Table 1). Thus, most job creation and joftssim manufacturing are occurring among a

relative handful of dynamic developed and develg@oonomies.
Tables 1 and 2 about here

While the increase in the manufacturing GDP in tgyMag economies is an aggregate indicator
of development, it doesn’t tell us anything abdnettypes of jobs that exist in these industries. |If
we look at the leading exporters of high-technolpgyducts in 2000, we find six developing
economies — Singapore, Taiwan, South Korea, CMadaysia, and Mexico — among the top
twelve countries worldwide (see Table 2). Whatdeenot know from these statistics, however,

are the kinds of specific jobs within high-techrgplandustries that are located in each country,



as well as the kinds of companies that are progithiese jobs. The same country could be
exporting clothes, cars, and computers, but thdetdata alone do not tell us whether the
economy is carrying out labor-intensive assembtiviies, advanced manufacturing of
components and finished products, or product deweémt, design, and engineering services.
Nor do we know whether the main suppliers of th@eelucts are state companies, foreign-
invested enterprises, or domestic firms. Yet firiscisely these details about types of jobs that

are essential for to evaluate development trajestor

Global value chain theory would lead us to expleat telatively labor-intensive and low-
technology tasks, such as assembly or other roptimguction activities, would be performed in
low-wage locations, while the higher-value desjgmduct development, and sophisticated
manufacturing stages would be retained in theivelgtadvanced economies. This is why
optimists believe that developed countries canyaamrupgrading and maintain high-wage jobs
within the global division of labor. But for howrng? How many people are involved? What
determines good versus bad job outcomes? To exfilese questions more carefully, we need

to take a closer look at the kinds of jobs thatteieg created in global value chains.

4. The Contemporary Global Labor Market: A Changing Landscape

Usually when we think of jobs, we envision thentiad to particular individuals, places and
industries. However, global value chains haveterka new kind of global labor market that is
tied to the demand for jobs in production, desigarketing, logistics and finance that eotoss
industries. Relatively unskilled farm and factargrk has been moving offshore for decades.
Recently, there have been unprecedented incraasies supply of offshore pools of low-wage,

technically skilled workers in both manufacturingdeservices (Roach, 2003; Polaski, 2004).

Several factors underlie these shifts in the simk@mposition of the global labor market. First,
following the breakup of the former Soviet Unionli®89 and the end of the Cold War, about 3
billion workers from China, India, Russia, and EastEurope — half of the world’s labor force —
joined the capitalist world economy, creating alagupply shock on a scale unlike anything
experienced before. Second, technological chaaggsciated with the Internet allowed a

dramatic expansion of outsourcing and offshorintjomgs in services as well as manufacturing,



and this real-time connectivity has converted whate once segmented national labor markets
into an integrated, global production system. @hifNC business strategies have been
unrelenting in their search for new efficienciespecially on the labor side where substantial
cost gains can be fourfdAs a result, offshore outsourcing is no longersidered merely an
option, but “an increasingly urgent survival tadbc companies in the developed economies”
(Roach, 2003: 6).

Global value chains encompass the full range ofi@eic activities that are required to bring a
good or service from conception, through the déferstages of production, delivery to final
consumers, and final disposal after use (Kaplin8k90; Gereffi and Kaplinsky, 2001). As
such, they have given rise to different kinds disjin the global econonty We distinguish four
main types of jobs in this analysis: (1) assenpdbg in export-oriented industries, based on
imported inputs; (2) basic manufacturing jobs asged with “full package” (or OEM)
productioff and buyer-oriented upgrading; (3) more advancagest of manufacturing that
require design (ODM) and brand (OBM) capabilitebjch tend to be linked to supplier-
oriented upgrading; and (4) the shift to offshorarigservices, which include traditional white-

collar jobs and also more advanced activities agsmtwith business process outsourcing.
3.1 Assembly Jobsin the Global Economy
The fragmentation of production that began in 880k and 1970s generated a search for labor-

intensive assembly jobs in predominantly low-wagen®mies. Assembly jobs were usually the

first stage of export-oriented industrializationd@veloping nations, and they tended to have a

“ In the United States, worker compensation makesaasly 80% of total domestic corporate income,
while wage rates in China and India are as low@% bf those for comparable quality workers in the
United States and other developed countries (R&af8: 5).

® This classification scheme is not intended torrifall jobs in the global economy; rather, ityonl

applies to jobs linked to the offshore productiérgoods and services. Our main objective is use th
position of jobs in different types of global valcieains to highlight features associated with tseindhe
creation, mobility and loss of these jobs.

® While the precise definition of original equipmenanufacturing (OEM) is subject to controversy
(Sturgeon, 2001; Fuller, 2005: 290, fn. 9), thepse of using the OEM, ODM, and OBM categories is
because they denote distinct production roles wigibbal value chains — referring to manufacturing,
design, and marketing competencies, respectivedy.a fuller discussionof these roles in terms of
upgrading dynamics, see Gereffi (1999; 2005), ®toingand Lester (2004), and Sturgeon and Lee (2005).



relatively large and positive impact on job creatiespecially for female workers. Small, less-
developed economies often specialize in partie)aiort products, such as apparel, sporting
goods, or electronics, while larger countries (saslMexico or China) carry out assembly jobs
in a more diversified range of industries. Sri kanfor example, generated 350,000 assembly
jobs in the export-oriented apparel industry, whies the largest source of manufacturing
employment in the country (ILO, 2003: 6).

Assembly jobs are often located in export-proceszones (EPZs). These sites have been
established since the 1960s to attract foreignsimrent, boost employment, increase exports,
and generate foreign exchange by providing factorieodern infrastructure, and streamlined
administrative procedures (“one-stop shopping”abl€ 1 shows several notable trends
regarding the expansion of EPZs between 1975 a@d.2h 1975 there were close to 80 EPZs
in 25 countries; by 1995 the number of countrieth \&PZs had nearly tripled to 73 and the
number of EPZs grew more than sixfold to 500. 002 there were 3,000 EPZs in 116
countries. In terms of employment, the number ofkers in EPZs roughly doubled from 22.5
million in 1997 to 43 million in 2002, with Chindame accounting for 70-80% of the global EPZ
workforce — approximately 30-35 million workersésEable 3).

Table 3 about here

Why has the number of EPZs grown so rapifllffany early exporters, like Taiwan, South
Korea, and Mexico, dispensed with the EPZ modaeitiradly quickly, and allowed generalized
export incentives to all companies located in teeonomies. But Table 1 indicates that EPZs
have grown even more rapidly after 1995 than befor&his suggests that assembly jobs
continue to play a vital role in the global econgragd the large number of EPZs may actually
be one of the best measures of the growth of ghadilake chains. EPZs are useful in attracting
investors, ramping up output, and meeting inteomati standards for a variety of export

products.

" There are different varieties of EPZs, such ag Frade Zones (Dominican Republic), China’s Special
Economic Zones (SEZs), and Mexico’s maquiladoréosec



However, assembly jobs are also highly vulnerabiéuctuations in developed country demand,
competition from other low-wage countries, andphechasing preferences of lead firms in
global value chains. Employment in Mexico'aquiladora industry, which assembles products
for the U.S. market based on imported inputs, fiasa 446,000 in 1990 to 1,285,000 in 2000,
but then fell to 1,086,000 workers in May 2002 tlme mild recession in the U.S. economy, as
well as intensified competition from China. Simijyaassembly jobs in the Dominican Republic
fell from 200,000 in 2000 to 175,000 just one yeager (ILO, 2003: 6). Thus, while the
assembly role has created many jobs in the glatmadamy, these tend to be low paying and
footloose jobs, characterized by minimal local éigks to the host economy and poor working
conditions. As a result, many developing econoraregrying to move beyond assembly to

more stable forms of integration with global vatdmins.

3.2  Full-Package Production Jobs and Buyer-Oriented Upgrading

One of the most striking new features of the copiarary global economy has been the rise of
“global buyers.” These agents of globalizationude giant discount chains, department stores,
supermarkets, and brand marketers (so-called “raaturers without factories”), who frequently
drive the organization of global value chains (Geeeffi, 1994; 2005; Dolan and Humphrey,
2000). These retailers and marketers turned stgp@é/economics on its head, and played a
direct role in shaping international productionnfrthe demand side, specifying which firms
would make what products, how, where, when, avdhatt cost. Global buyers became
gatekeepers to developed country markets, andalseyshaped upgrading dynamics in

developing economies.

The penchant of global buyers for the offshore potidn of consumer goods precipitated a
dramatic flood of imports in developed countriebjah were coupled with a steep decline in
domestic employment in traditional manufacturindustries. East Asian manufacturers such as
Taiwan, South Korea, Hong Kong, and the Philippiieesised on the OEM production of
consumer goods, according to the designs and lorame specified by the buyer (Gereffi,

1999). Branded manufacturers also became “glalpais” to the extent that they outsourced

production to low-cost offshore locations.

1C



The key difference between assembly jobs and OHM, jithe first two categories in our
typology, is who supplies the inputs and coordigsdite production process: in assembly
production, developed country manufacturers cottr@iinputs and the orders; in full-package
or OEM production, global buyers in developed econies control the orders, but developing
country suppliers coordinate the supply of inpaotake the final product, and send it to the

buyers®

A detailed study of the impact of offshore prodactshifts on the U.S. economy by
Bronfenbrenner and Luce (2004) illustrates in cdesible detail the number and kinds of jobs
involved, and who gains from these production shiBetween 1992 and 2000, the authors
estimate that each year between 70,000 and 10Qr@d@ction jobs moved from the United
States to China and Mexico (Bronfenbrenner and L2@@4: 3, 17).

More detailed calculations for the first quartef@01 and 2004 indicate a significant increase
in annual job losses from production shifts outhef United States during this three-year period.
In 2001, the annual rate of job loss to both Claind Mexico, extrapolated from first-quarter
results, was 85,000 jobs going to each country,284d000 production jobs leaving the United
States overall. By 2004, total U.S. job lossestdusffshore production shifts had doubled to
406,000, of which 140,000 went to Mexico, 99,00€Ctona, and 47,000 to India
(Bronfenbrenner and Luce, 2004: 55).

Large diversified economies like China, Mexico &mdia have been the main destinations for
offshore production shifts from the United Stat&ach of these countries attracts a different mix
of industries. China was the preferred locatiartiie broadest range of industries: it captured
all production shifts for sporting goods and to48% of production in electronics and electrical

equipment, apparel and footwear; and one-third.&f [roduction shifts in aerospace,

® The goods and services that global buyers reduine their offshore suppliers in global value clsin
has tended to become more stringent and extengaretime. For instance, Wal-Mart requires alltsf i
suppliers to hold their own inventory and to depedophisticated electronic data interfaces withgilaat
retailer so that the regular replenishment of iitlial stores is guaranteed. Suppliers in Hong Kong

11



appliances, household goods, and wood and papeugso Mexico won out in a different set of
industries: auto parts (68% of U.S. shifts), ptastglass and rubber (58%), appliances (56%),
industrial equipment and machinery (53%), and wawod paper products (50%). Meanwhile,
India accounted for all U.S. production shiftsimahce, insurance, and real estate, and one-third

of those in communications and information techggl(Bronfenbrenner and Luce, 2004: 29).

3.3  Advanced Production Jobs. Supplier-Oriented Upgrading and I ndustry Co-Evolution

A different set of offshore activities emergedhe tL980s and 1990s as lead firms in capital- and
technology-intensive value chains, such as autoembind electronics, set up international
production networks not only to assemble theirsfied goods, but also to develop a supply base
for key intermediate products and subassembliggshéduppermost tiers of these production
networks, the suppliers tend to be very large aobriologically sophisticated. Global contract
manufacturers in electronics and mega-supplietisarmotor vehicles industry have established
an international presence that has different inagibos for jobs and industrial upgrading than

was characteristic of the labor-intensive, buyevedr value chains.

The consolidation and geographic expansion of dlslyapliers have been dramatic. In
electronics, the top five global contract manufeatsi— Solectron, Flextronics, Sanmina/SCl,
Celestica, and Jabil Circuit — increased theirl t@aenues from $6.6 billion in 1994 to $56.4
billion in 2001 (Sturgeon and Lester, 2004: 47)gddy as a result of acquisitions of outsourced
manufacturing plants from the large brand-nametleics companies like IBM, Hewlett-
Packard, Lucent, Cisco Systems, Alcatel, and Boits§hese U.S. and European brand-name
lead firms in electronics expect the global corttraanufacturers not only to meet their full
range of functional needsyut also to provide these services all over thddvan motor

vehicles, the process is similar. First-tier sugnalilike Bosch, Johnson Controls, Lear, Siemens

provide logistics, financial, and product developingervices that firms in other developing econemie
can’'t match. Thus, “full-package” production angd/br-oriented upgrading are often moving targets.

® In addition to excellent manufacturing performarmgppliers must be able to provide a wide range of
value-enhancing services, such as product and coampalesign, inventory management, product testing,
packaging, and in bound and outbound logistics.

12



Automotive, Magna, TRW, Denso, and others haveératthboth supply-chain consolidatiGn
and a global footprint to meet the needs of thddimteading motor vehicle companies. In
other words, these transnational manufacturers tiated a new global supply base, which in

turn creates both opportunities and challengetot@l suppliers (Sturgeon and Lester, 2004).

The opportunities for local suppliers are relatethte process of supplier-oriented upgrading and
“industry co-evolution” described by Sturgeon arekl(2005), whiclktan improve technology
learning and knowledge spillovers between devel@metideveloping economies. A good
example is the co-evolution of electronics contraanufacturing in Taiwan and the United
States. Lead firms in the global computer indystach as Hewlett Packard/Compagq, Dell,
Apple, and IBM, have relied heavily on Taiwanesettact manufacturers to supply their
notebook and desktop personal computers, monnwortherboards, optical disk drives, and
servers. Inthe early 1990s, Taiwanese suppkemyn as “original design manufacturers”
(ODMSs), began to provide design services along witlkme production, and some local
companies, like Acer, created its own-brand of geas computers as well. This form of
supplier-oriented industrial upgrading created holis and enhanced technological capabilities

for Taiwanese computer hardware supplférs.

There are also some negative implications of tlad@hof supplier-oriented upgrading for jobs
in the developing world. First, industry co-evadumt drives consolidation in the global supply
base. Large and technologically sophisticated Isnsgend to concentrate “good” jobs in
relatively few locations. The hard disk drive isthy illustrates this pattern. Jobs in the U.S.
hard disk drive industry migrated to Southeast Asiaer a 20-year period beginning in the late
1970s. By the mid-1990s, 80% of the jobs shifte8ihgapore and other countries in Southeast
Asia, such as Malaysia. Nevertheless, hard diste diesign remained rooted in the United

States, and since design jobs pay much more tlgprdduction jobs, nearly 80% of the wage

1% Consolidation has occurred largely through theuiitipn of second-tier suppliers. It is estimatedt
75% of the value of a car can be accounted forriby D5 modules or subassemblies, such the suspensio
system, doors, dashboards, and drive trains (Siarged Lester, 2004: 56).

' Another example of supplier-oriented upgrading imidistry co-evolution involves the interplay
between U.S. brand name electronics firms, Taiwpnte-play foundries (which do volume
manufacturing of integrated circuits), and Taiwdifiédbless” semiconductor design industry, whiclthis
second largest in the world after the United Stéfedler, 2005).
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bill was paid to workers in United States, destlitefact that 80% of the jobs were in Southeast
Asia (McKendrick at al., 2000).

Another problem is that supplier-oriented upgradiag a built-in contradiction. The
automakers and electronics lead firms are relu¢tanave their suppliers learn too much, and
thereby undercut the power of lead firms to sekii@vledge parameters essential for product
innovation. As a result, OEM and ODM suppliers @ften limited by their customers to focus
on detailed design and production only (Sturgeahlsee, 2005: 53-54), and not develop more
profitable production of own brands or engage mekthrough research and development

activities.

34  Knowledge-l ntensive Jobs in Offshore Services

The outsourcing debate in the United States ragdhap its intensity level in 2003 when the
specter of “white-collar outsourcing” was unveilada Business Week cover story, “Is your job
next?” (Engardio et al., 2003). While low-coststfbre production had been displacing U.S.
factory and farm jobs for decades, the idea thdtfaiclass office work and many high-paying
professions were now subject to international cditipe came as something of a shock. The
news got even worse when outsourcing was reputeddanger the two strongholds of
developed country value chain supremacy: desigek®and Moon, 2004) and innovation
(Engardio and Einhorn, 2005). In his bestselleg World Is Flat, Thomas Friedman (2005)
lauded the rapid progress of India and China irragtigg to relatively high value activities of
service and manufacturing global value chains,tendhallenged the advanced industrial
economies to sustain their competitive edge thrangbavation and the creation of new waves of

knowledge-intensive jobs.

Facts regarding the current extent of the offslgpahservices don’t come easily. The best
known study of service sector outsourcing to daeyia business consulting firm, the McKinsey
Global Institute (2005). It argues that outsougdimthe service sector is generally beneficial to
the U.S. economy, and far less detrimental to fbba outsourcing in the manufacturing sector

has been. According to the report, only 11%, @ ddllion, of the 1.46 billion service jobs
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around the world could be performed remotely, arstl § small fraction of those jobs will
actually go offshoré? The jobs most amenable to remote employmentragimeering (a 52%

likelihood) and finance and accounting (31%).

McKinsey’s study identified a series of supply-samstraints that indicate that, on average, just
13% of the 33 million university graduates in tt&l@w-wage nations included in the study are
suitable for jobs in multinational corporationsrfraleveloped countries (Farrell et al., 2005).
The 83 human-resource managers for multinationd®¥-wage countries who were

interviewed for the study cited a variety of reastor this shortfall, including: a lack of

language skills (especially English); an emphastbeir training on theory over practical
knowledge; an inadequate appreciation of the inspae of teamwork and flexible work; and
locational disadvantages (many university graduatedar from major cities with international
airline connections). Despite the relatively snmalinber of people presently involved in the
offshoring of services, the McKinsey study argues this trend is permanent and it can be

expected to grow significantly, especially in kegdtions like China, India and the Philippines.

The International Monetary Fund also takes a saegtiew of this phenomenon, claiming that
“the risk of service outsourcing dramatically reihgcjob growth in the advanced economies has
been greatly exaggerated” (Amiti and Wei, 2004 20¥ing data for 2002, the study finds that
the top outsourcers of business services are titedJtates (US$41 billion) and Germany
(US$39 billion), followed by Japan (US$25 billiotfe Netherlands ($21 billion), Italy ($20
billion), France ($19 billion), and the United Kihgm ($16 billion). However, many of these
same countries are also the biggest recipientsgsifbss services from abroad in 2002: the
United States ($59 billion), the United Kingdom T#3llion), Germany ($28 billion), France
($21 billion), and the Netherlands ($20 billion)n&ti and Wei, 2004: 13-15). Therefore, the
IMF study claims that the anxiety concerning sex\sector outsourcing is misplaced because
many developed countries, such as the United Statdk$he United Kingdom, run sizable

surpluses in business services with the rest ofvtiréd.

12 McKinsey estimated that in 2003, only 1.5 milliservice jobs were done in low-wage countries for
clients in higher-wage countries, and by 2008, tisber is expected to reach 4.1 million — jus®d ¢f
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Neither the McKinsey Global Institute report noe thVMF study are likely to assuage the broader
concerns of service sector workers in developedatti@s. From the perspective of multinational
companies, the offshoring of business serviceffigency-enhancing and profitable. It
continues the trend toward fragmentation and speai@n in global value chains, and offshore
suppliers can be added to the set of winners #rafit from globalization. However, the
tendency toward global consolidation applies toedge-intensive jobs as well as those in
manufacturing. Thus, the real concern is whetheret are forces in the global economy that can
effectively disseminate the employment gains frdabglization to a broader set of countries, or

whether global consolidation among a handful ofntoas and suppliers will be exacerbated.

the total number of service jobs in developed caesit
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Chart 1

THE SERVICE SECTOR PROVIDES THE BULK OF EMPLOYMENT IN HIGH-
WAGE ECONOMIES I Agriculture
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Source: McKinsey Global Institute, “The Emerging Global Labor Market,” June
2005.
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Table 1
Shares of Top Ten Economies, Global Manufacturing ®ue Added — 2000

Rank  All Economies Share in World (percent) Develoimg Economies Share in Developing
Economies (percent)

1 United States 24.1 China 29.4
2 Japan 14.0 Korea, Republic of 10.8
3 Western Germany 8.5 Brazil 7.9
4 China 7.0 India 6.1
5 Italy 4.6 Taiwan 5.9
Top 5 Ranks 58.2 Top 5 Ranks 60.0
6 France 4.5 Mexico 5.2
7 United Kingdom 3.5 Turkey 3.3
8 Korea, Republic of 2.6 Argentina 3.3
9 Spain 2.0 Indonesia 3.1
10 Canada 2.0 Thailand 3.0
Top 10 Ranks 72.9 Top 10 Ranks 77.9

Source: UNIDO]ndustrial Development Report 2004, p. 183.
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Table 2

Top 25 Exporters of High-Technology Products, 2000

Rank Country Exports (US$ million) %
1 United States 225,903 16.4%
2 Japan 152,121 11.0%
3 Germany 103,213 7.5%
4 United Kingdom 86,274 6.3%
5 Singapore 81,125 5.9%
6 France 71,603 5.2%
7 Taiwan 67,103 4.9%
8 Korea, Rep. of 61,823 4.5%
9 China 56,007 4.1%
10 Malaysia 51,686 3.7%
11 Netherlands 51,201 3.7%
12 Mexico 46,928 3.4%
13 Canada 35,468 2.6%
14 Ireland 32,295 2.3%
15 Italy 27,723 2.0%
16 Philippines 25,585 1.9%
17 Belgium 21,467 1.6%
18 Thailand 21,280 1.5%
19 Sweden 21,207 1.5%
20 Switzerland 19,990 1.4%
21 Finland 13,738 1.0%
22 Spain 11,562 0.8%
23 Israel 10,230 0.7%
24 Denmark 9,197 0.7%
25 Hungary 7,914 0.6%
Top 25 share 95.1
World Total 1,379,600

Source: UNIDO, Industrial Development Report 2004, p.191
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Table 3

The Development of Export-Processing Zones

1975 1986 1995 1997 2002
No. of countries with EPZs 25 47 73 93 116
No. of EZPs 79 176 500 845 3,000
Employment (millions) n.a. n.a. n.a. 22.5 43
-of which China n.a. n.a. n.a. 18 30
-other countries for which figures
availible 0.8 1.9 n.a. 4.5 13

Total countries for which data were availible (108)

Source: International Labor Office, "Employment and social policy in respect to export processing zones,"
GB.286/ESP/3, March 2003.
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