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Com parative A dvantage

e Let's consider Mdia and the United States
e Thdian productivity:
— English-language data entry : 10
- Biotech research: 1
e U S.productivity:
- English-language data entry : 20
- Biotech research: 5
e Price of biotech I term sof data entry: 5

Com parative A dvantage IT

Suppose Thdiam oves 5 w orkers from biotech nto
data entry
e SupposeU S.moves 1 worker from data entry into
biotech
Totalw orld production of biotech is unchanged...
Totalw orld production of data entry isup by 30...
Conclusion: even though the U S, ism ore
productive than Thdia atevery Job, itshould—
w here possible—-m ove people ocutof jobsw here
India has a com parative advantage.

— Ttshould getthose products via trade.

W hatHasThisto Dow ith
O utsourcing?

e Outsourcing of IT Jobs IsN ow Becom Ing Possble
- Restricted by Janguage com petence

e Outsourcing of IT Jobs C reates Enom ous G ains
from Trade
— Buthow w ill these gains be distrbuted?

e Outsourcing of IT JobsW illCome

- Ttwon’thavemuch of an effecton the levelof
empbymentin theU S.
- Ttis Ikely to have big effects on rehtive w ages.

Say’'sLaw

e Supply creates its ow n dem and?

¢ Nottwe in theory

® Job of the FederalR eserve to m ake Say’s
law twe In practice.

e N evertheless, outsourcing w ill Iow erthe
levelofw ages of those who find them selves
Tn com petition w ith w orkers In B angalore or
Beijing.

D ow nw ard Pressure on Am erican
W ages

e T the 1970s, Japan began to exportm anufactiures
o theU S.on a large scale.

e The then salary differential betw een the U S.and
Japan w as on the orderof 2-1.

e That, pluisbold nnovations thatgave Japanese
fim shigher efficiency, w as enough to cause a
substantialhollow Ing-cutof Am erican m idw estem
m anufacturing.

e Realwagesdid notgrow foradecade (whilke they
had been grow Ing at 3% peryearbeforehand) .




Com paring Japan to India

e Now consider the decade in the futire—w henever
itcom es—w hen hdians and Chinese begh t©
exportw hite-collarservice w ork to Am erica on a
large scale.

The salary differential betw een Am erica and these
"outsourcing" countries w illbe on the orderof 5-
1.

If a 2-1 differential can cause a reduction In w ages
relative to trend of 30% overa decade, a 5-1
differentialm ight cause a reduction relative t©
trend of 60% overadecade.Thatsalbig deal

H istorical A nalogies

e Som eday—perhaps at the startof the nextdecade, perthaps

atthe startof the decade after that—itw illbecom e clkear
that com puterand com m unications technologies have
triggered asbig a shift in the setof com m odides that can
be traded across oceans as did the com ng of the fron-
huTled ocean-going steam ship a century and a halfago.
The ron-hulled ocean-going steam ship m eant that forthe
first tin e not justprecious goods but seple agricuturaland
Industrial com m odites—w heat, w 0ol, fumiture, mibber,

m achhery, and so forth—ooud be m ade on one continent
and profitably shipped to another.

H istorical A nalogies TT

Cerainly w ithin fifteen years itw illbe clear that
com puter-and-com m unications technologies have
done the sam e thing fora very large chunk of
largely w hite-collar service-sector occupations.

Tn fact, the "outsourcing" of w hite-collarw ork is
Ikely to have a lJarger relative in pacton the

tw enty-first century econom y than the com ing of
the fron-hulled ocean-going steam ship had on the
e nineteenth.




