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OFFSHORING:
GOOD OR BAD?

An Economic Argument
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Offshoring of knowledge creation jobs on
large scale was made possible because

of ... computers

he technology of storing and sending
quickly and cheaply gargantual amounts
of Information made offshoring of
knowledge creation jobs economically
feasible.
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We, CS pros, should take a closer look ...
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The facts of life

American Net Exports as a Share of GDP
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—domestic customers (to some extent)
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—1 worker makes 1 computer a day
—1 worker makes 1 pair of shoes a day

* Country B
—10 workers make 1 computer a day
—1 worker makes 1 pair of shoes a day
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Free Trade Model
- Total production in both countries

— 200K computers a day
— 200K pairs of shoes a day

* Net benefit for two countries:
— 90K computers a day
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When does Ricardian model work:

* Three assertions:
—free trade (exchange of goods) AND
—no labor movement AND

—No Jobs movement (in particular, no foreign
Investment and no transfer of intellectual

property)
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When Ricardian model doesn't:

- Any of the following:
—no free trade OR
—labor movement OR
—Jobs movement
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Typical (flawed) neo-Ricardian model

- A combination of the following:
—global currency AND
—labor movement OR

Ricardian argument that the above model is
Hgood”

Is a fallacy.
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Also, Ricardian model ignores these effects:

- The receiving country may reverse-engineer
the knowledge-based products and begin
competing with the sending country; this gives
an unfair trade advantage to the receiving
country.

- The imported goods may be used to boost
military strength of the receiving country.
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So, Ricardian model is flawed as It
asserts that the trading partners
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United States Technological Superiority and the
Losses From Migration

By Donald R. Davis, David E. Weinstein
February 2005

Backgrounders and Reports

http://cis.org/Immigration-USEconomy
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And the Internet is supposed to be the main
vehicle of spreading the “intellectual wealth”
around.

Those who cannot tap to it are being
characterized as victims of “digital divide”.
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A poker game example

If you have a strong hand, you may bet high
and - perhaps, win.

If, however, you have a weak hand you may
consider folding, thus avoiding almost certain
financial loss.



Re: Intellectual Property

A poker game examp

You could not make a rational choice between
the two actions if you did not know what.\your

poker hand contained.



Re: Intellectual Property

A poker game example

You could not make a rational choice between
the two actions if you did not know what your

poker hand contained.

Your income from the game is the result of your
monopoly on the knowledge of your poker
hand.



Re: Intellectual Property

A poker game example

You could not make a rational choice between
the two actions if you did not know what your

poker hand contained.

Your income from the game is the result of
your monopoly on the knowledge of your
poker hand.




Re: Intellectual Property

A poker game examp

One of players wants to see your hand, for his
obvious benefit.



Re: Intellectual Property

A poker game example

One of players wants to see your hand, for his
obvious benefit.

He can call, which requires him to risk money
that may end up in your pocket.



Re: Intellectual Property

A poker game example

He can call, which requires him to risk money
that may end up in your pocket.

It is as If he offered you a patent for your poker
hand.



Re: Intellectual Property

A poker game examp

It is as If he offered you a patent for your poker
hand.

You may consider whether the value that you\a
patent he offers you this way is enough to
show your hand.



Re: Intellectual Property

A poker game example

You may consider whether the value that you a
patent he offers you this way Is enough to
show your hand.

If it IS not, then you can raise and keep playing,
Instead.
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Re: Intellectual Property

A poker game example

He may argue that by showing your hand to
others you do not lose any use of the cards
that you have in your hand.

If you accept such an argument, you trade the
knowledge monopoly for nothing.

And you are likely to lose money, too.
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And the Internet is supposed to be the main
vehicle of spreading the “intellectual wealth”
around.

Those who cannot tap to it are being
characterized as victims of “digital divide”.

The results?
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The U.S. is like a player who showed his poker
hand but other players are not rushing to
reciprocate.

Once one realizes that, it somehow looks less
surprising that the U.S. foreign trade deficit
Is huge and growing.
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So, the creators of intellectual property and
technology that is based on it have to deliver
more and more of fruits of their work for a
barrel of oll or an ounce of gold.

and siphoning
out the monopoly on knowledge and
intellectual property that comes with it
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Importation of labor

In the [neo-Ricardian] framework, [importation
of labor] gives rise to small gains for U.S.
natives.

In the more realistic Ricardian framework,
[Importation of labor] gives rise to large losses
for U.S. natives.
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We have calculated the cost of this to U.S.
natives in 2002 as

$136 bhillion, or

1.3 percent of U.S. GDP.

Donald R. Davis, David E. Weinstein: "United States Technological
Superiority and the Losses From Migration"
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Disadvantages:

- Higher prices of resources

* Lower prices of exports
ncreased public expenditures
ncreased population growth
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- Lower volume of export
- Higher demand on public assistance
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Exportation of jobs
(offshoring)

Economic net effect:

Generally, worse than in importation of labor
model
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Exportation of jobs
(offshoring)

Also:

Cheapens American exports
Strengthens foreign competitors
Increases foreign military threat
Drives prices of commodities up

Empowers political models
Incompatible with ours

Tilts world's demographic balance
Amplifies negative effects of economic

~ricac
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Burden of proof?

How about a perpetual motion machine?

http://www.lhup.edu/~dsimanek/museum/newacqui.htm

Flawed arguments and fallacious reasoning
contradict laws of physic.

No one at his right mind Is expects us to
disprove the details of these “inventions”.
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Debt from 1940 to Preseaent

Saurce: .= Mational Debt Clock
hittp: Frweney birilligg . com fdebt clocks
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Source: Plexus Asset Management (based on data from |Net Bridge)
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The proof of the
pudding ...

Wealth-producing primary sector jobs in the
U.S. such as those in manufacturing and
knowledge creation (like creation of computer
software) have often been replaced by much
lower paying or wealth-consuming jobs such
as those In retail and government in service
and public sectors.

Source: http://en.wikipedia.org/wiki/Balance of trade


http://en.wikipedia.org/wiki/Balance_of_trade
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Where is the money?

1 Carlos Slim Helu & family Mexico
$53.5B

2 William Gates Ill United States $53.0B
3 Warren Buffett United States $47.0B
4 Mukesh Ambani India $29.0B

5 Lakshmi Mittal India $28.7B



Overall effects: a simple model

Wages
Point of wage
equalization

uS

— Superfluous
India’s fragmentation

wage /

Fragmentation
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Economy Is not
everything ..
Never mind:

siphoning out national intellectual
property

making our enemies and adversaries
stronger politically and militarily

making us dependent on their supplies
and loans.
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Inflict enough damage with regulation.
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Some reasons of
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Progressi

Is this what they are trying to build?

(No competition, just regulating and
planninag.)



What's in the future?



mﬂ the future?




So, Is offshoring good or
bad?
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