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Recently the practice of outsourcing roles and jobs to countries overseas, commonly called offshoring, has become a heated political debate in a presidential election year.  With jobs going overseas, Americans who have lost their job are left wondering how they will maintain their family and current lifestyle.  Those who still have a job are wondering if they will be next.  But, let’s consider some of the underlying economic catalysts that are perpetuating the situation and how everyday Americans can positively impact the process to restore balance and shift it to their favor without imposing protectionist barriers, taxation, or legislation. 

You’ve just gotten home from work and you flip on the TV.  Immediately, it comes up to an advertisement or popular show displaying popular celebrities enjoying themselves to the fullest.  They look good and are dressed well.  One hundred million others are watching the same show and are thinking the same thing, ‘Wow they really have the life – they are happy, wealthy, and look great.’  The closest that average people ever come to this lifestyle is by imitating the clothes that the celebrities wear.  This influence creates demand in the marketplace that fashion designers try to fill.  The problem is that you and I can’t afford that signature label Calvin Klein or Armani.  Since labor is the single largest cost of making a product or service, what do designers do?  To control labor costs, they ‘ship’ their designs and mass production of the ‘designer’ clothes overseas to cheaper labor pools who in turn manufacture the fashions with popular labels and then ship them back for sale in the US.  But, who is ultimately responsible for offshoring and what can you personally do about it?

Proponents of offshoring have circumstance and opportunity at their back.  Offshoring is an extension of the outsourcing concept developed by the Japanese and adopted by the US, which became widespread globally in the 1990s (Gutman).  The premise of outsourcing is that by hiring out non-core competencies (processes, products, and/or services that are ancillary, non-specialty, or costs to the core functions of an organization) to individuals or companies that specialize in these niche areas increases efficiencies of production.  The process essentially transfers what traditionally had been a cost function for the organization over to a revenue stream for the specialty company.  As a direct result of increased efficiencies and profit incentives, domestic companies have become more profitable and in turn increased domestic shareholder value, profit, and income.  This has been evidenced in the recent productivity gains of domestic companies without a corresponding increase of jobs (Bonasia). Assuming that displaced worker and shareholder are the same (which is relevant anytime anyone owns a stock or mutual fund), revenue streams for an individual(s) shift from job income to investment income.  Additionally, when citizens of a country have jobs, the prospect reduces global crime and violence because people are able to provide for their families and their future.  As an extension of this, economically interdependent countries virtually never go to war because they have more political influence with each other, more at stake, and more diplomatic back channels.
Critics contend that offshoring is ultimately bad for the US economy as a whole and have presented varied solutions from more restricted import trade barriers to wider taxation.  Additionally, critics contend that offshoring creates a loss of “countless high-paying jobs, technical knowledge and innovative capacity” (Babcock).  Regarding technology jobs, John Steadmand, president of the US Division of the Institute of Electrical and Electronics Engineers (IEEE-USA) states, “the issue [against offshoring technology] is more around the security, and taxpayers paying to benefit overseas companies and workers” (Bonasia).  There are clearly several legitimate concerns around offshoring most of which are from the people that it's affecting directly:  unemployed Americans.

Unemployed Americans are asking themselves and their elected officials ‘Where’s my job?’  In a post-9/11 environment of recently unprecedented senses of nationalism and patriotism, non-American employment by domestic companies only serves to antagonize and rub not-yet-healed wounds.  They struggle to reconcile the gap between the ‘good times’ only a few years ago and the current ‘lean’ years.  Additionally, loss of jobs and the income they provide have greatly exacerbated the general physical health of the population.  Obesity is at an all time high and the unemployed are not prepared to pay health insurance with recent double-digit percentage increases each year.  Further contributing to health woes, job losses have caused loss of personal identity and widespread depression, not to mention that the country is still in mourning from 9/11.  Lack of adequate nutrition is tied to depression, mourning, lack of access to healthcare, and loss of income and identity creating a deteriorating, perpetuating situation.

The real problem with offshoring is that most Americans have very little understanding of the underlying market and economic conditions that they have collectively created and has materialized into a simple situation of economic in-equilibrium.  This is Economics 101.  Broad based over-consumption and the cultural transference from a ‘need’ based society to a ‘want’ based society are creating the conditions and environment favorable to offshoring.  The first industries to leave were cars, steel, and textiles; however, currently the US is experiencing an upturn in white-collar jobs being outsourced overseas (Babcock)).  But, let’s consider why they went.  When overall consumption of products and services increases beyond a sustenance level, there has to be a corresponding increase in pay to perpetuate the habit.  Thus, increasing pay, as a function of the product/service cost, reduces the profit margin of the product/service being offered which, therefore, increases the price for the same product/service allowing the organization to remain viable.  Labor cost is the single largest cost component, about 70% of business expense (“Greenspan..”), of producing a product or service and companies naturally want to minimize its impact.  Because higher-wages-cause-higher-prices-cause-higher-wages and free market economics relies on functions of supply and demand, reducing consumption reduces demand, thus wages, eventually bringing global labor costs closer to an equilibrium slowing (or stopping) jobs from going overseas to cheaper labor pools. Traditional economic paradigms held that the equilibriums were moderated domestically.  Because technology has made the world a smaller place, a larger global free-market economy (largely a result of influence from US foreign economic policy) has appeared over the last couple of decades.  Traditional economic paradigms need to be re-thought and expanded to include once distant, now-free-market-embracing parts of the globe.  

Additionally, high consumption habits have created a huge domestic demand environment to the extent that the world is coming to the US marketplace to fill the American appetite to “buy.”  Considering the output of most Western and developing countries relative to their own domestic consumption, the vast majority of products and services produced in the world end up in the US.  As a by-product, US domestic consumption increases demand for foreign-made goods, which ultimately drives the federal trade deficit.  Reducing domestic consumption by practicing fiscal constraint privately, publicly, and at all levels of government will equalize the economic supply/demand curve for labor costs to American’s favor. 

The media and politicians have sensationalized and confused the situation to the point that Americans don’t fully comprehend the environment that they are collectively creating.  It appears, whether intentional or not, to be a classic situation of  ‘smoke and mirrors.’  Many are telling us what’s right or wrong with the situation, but few, if any, are giving practical, everyday solutions to affect it. Fiscal restraint via economic education is the lowest common denominator where every American has a choice, a “vote”, on the impact of offshoring in their everyday lives.  People choose what to buy or what not to buy.  As Americans, we “vote” every day with our pocketbooks on a plethora of policies, institutions, and widgets without even a second thought to its collective impact.  By practicing fiscal restraint, we vote ‘no’ to offshoring and weigh the global economic scale to slow or bring jobs back from overseas without burdening the tax or legislative systems or creating international trade wars.  The next time we blame companies or government for offshoring, let’s think about what we’ve purchased today.
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