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Globalization of Services:  What Kind? 
Some services have been global for a long time, 
others recently globalized because of technology

• Already Global:  Services associated with moving people, 
voice, or things
– Cross-border:  Transportation, Travel, Passenger Fares, 

Communications
– Direct investment: Wholesale and retail trade establishments 

• Recently More Global:  Services associated with 
business activities and other information-based activities   
– Education, finance, insurance, leasing, information services, 

medical services, accounting… 

Today’s Focus:
• How information technology is making business and private 

services more globalizedCa
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Globalization of Services:  Why Now? 
From non-traded to tradable

From inside the company to out-sourced to off-shored

• Lower transactions costs:
– Internet and information technologies; digitization

• US-India international call drops in half (1996 to 2001)
• PC density in China increases seven-fold (1996 to 2001)

• Functional separation & fragmentation of production
– Codification of information: 

• ‘Expert systems’ reduces need for specific knowledge
• Standardized information tools (Microsoft products, programming: C++, Java)

Implications:
• Greater international division of labor in services
• More tradable intermediate services,  so-called ITES 
• Fragmentation with remote management—intra-firm but off-shored
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FDI outward stock:  services
(1990:  $948 billion; 2002: $4363 billion) 

43%

29%

14%

14%
finance

31%

trade, transp, 
storage, comms
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other 
10%

business activities
28%

Global Perspective: International Services
It’s not just cross border activity—

trade & investment linkages are important & growing fast 
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Services in US Data
• 50% real private GDP (national accounts)

– 60 % of PCE, 16% of investment (software)
• 84% real private GDP (industry of origin)
• 90% private employment (by occupation)
• 25% total trade (30% exports, 16% imports)

Implications?  
• Output vs. spending & employment measures suggests 

services are embedded in goods measures
⇒ so, services importance for policy may be underestimated
• Even so, the numbers are big 
⇒ services globalization big impact US economy & labor forceCa
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Trade and FDI in Services: US

• cross-border services
30% of  X & 16% of M

• cross-border services 
grow faster than goods

• cross-border balances
positive (vs. negative
for goods)

• sales in foreign market
through FDI larger & 
growing faster than trade

• ‘other private services’
is the key area 
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Trends in Overall US Services Trade 
very important to disaggregate

• Decline in total
Services trade surplus
often attributed to off-
shoring.

• But, narrowed surplus 
not due to outsourcing
of OPS, rather is 

⇒Transport & /travel
⇒Govt & military
• Other Private Services

net exports remains
positive (despite slow
growth abroad) 
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Composition of Other Private Services
IT-using, IT related

importance of intra-firm trade 
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Composition of Other Private Services
measurement issues for insurance & telecoms
even greater importance of intra-firm trade
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Trends in Other Private Services Trade

• OPS X & M both rising
M up sharply since ’99

• Income elasticities
For OPS X > M; 
Slow growth abroad  
hurts X 
disproportionately 

• Rising share affiliated
Trade; falling NX in 
unaffiliated trade 
break in 1999
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Drilling down in Unaffiliated (Arm’s length) 
Other Private Services 

Why break in 1999?

• Telecom & insur. NX
• decline in IT surplus
• Why?  
1: Decreasing role

intra-firm trade 
through FDI links?

2: Rise of off-shore
arm’s length (India)?

3:  Technology bust?
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Investigating Intra-Firm Trade
FDI-Trade linkages more important for foreigners; 
esp in finance, IT services, other BPT, but not R&D 

Hypotheses
1: US export competitiveness

US exports more at arm’s 
length bec. US services are
globally competitive

2: X-FDI complementarity
US MNCs set up shop 
abroad to sell via MNC 
affiliates in country & X too

3:  FDI restrictions abroad
Less US intra-firm trade bec
US FDI abroad restricted rel
to foreign FDI in US. 

4:  Future role for IT
enable more trade, FDI? Source:  Bureau of Economic Analysis
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Focus on Information Technology 
Fast pace of change; synergies btw.tech.change & outsourcing; 

IT hardware as model for services/software
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reduces prices
1. US innovation is key:

Technology accts for 
70-90 % of price declines

2. But so too
Global engagement:  
10-30 % more price decline
from global production 
& global markets 

How important 10-30% 
More price decline?

Yields macroeconomic gains
…. IT price declines overall 

Diffused IT investment through US 
Price elasticity of demand > 1.0

…. IT investment =>transform
new workplace practices, 
new products

….  IT-transform => productivity  
more than ½ of  increased
productivity growth in ‘90s;

… 10-30% more price decline?
GDP growth 0.3 /yr higher (95-2000)
adds up to more than ¼ $ trillion

14

Macroeconomic Gains of the 1990s 
Masks Uneven IT Diffusion and Productivity Performance
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Leading Sectors:  More IT investment, higher productivity growth
Also:  Employ more IT professionals; Run balance of trade surplus
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What about the ‘lagging’ sectors?
Potential gains from globalization of IT services & software
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• Rising relative spending on
services & software vs hardware;
$1.4 per $1 (1993) vs. $2.2 per $1 (2000)

• Software/services for lagging 
harder to do/costs more.  Why?  

=> Regulation & complexity of
relationships (health)

=> SMEs need tailored applications
Offshoring software & services?  Reduces costs of tailored applications

yielding more investment, business transformation.
Jobs that remain? Demand domain-specific as well as IT skills

Trade, Technology and Jobs 
Microcosm of cyclical & structural changes

Cyclical factors:  IT jobs & IT investment are complements. 
Both fell with tech bust; both are rising again  
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Trade, Technology, & Jobs: 
Structural Factors

low-wage in real trouble;standardized high wage also at risk
but increasing high-wage jobs demanding ‘integrative’ skill
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Research & Policy Agenda

• Services globalization redefines relationships 
– Trade—FDI—intra-firm imports from offshore; 
– Trade—FDI—intra-firm exports to support foreign sales
– Trade-arm’s length in intermediate services  

• Services globalization to affect broader swath of US 
and foreign economies 
– External trade & investment 
– Internal domestic labor

• Greater policy imperative & more important to link 
external and domestic policies 
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Two Pronged Policy Implication
Domestic policy

– Transition policies for permanently displaced workers
• Wage insurance and training credits

– Entry and up-skilling policies within a career-ladder
• Human capital investment tax credit through firms & community 

colleges
– Movement/flexibility policies mitigate costs of adjustment

• Affordable health portability; pension portability
– Business climate to promote investment in IT and R&D 

External policy
– Foreign macro demand & exchange rate/currency manipulation policies

• Collapse in exports is a key problem today
– Trade negotiations

• Negotiate reduced tariffs on capital goods exports
• Negotiate for two-way trade and investment in services
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The Human-Capital Investment Tax Credit
Invest in people for a competitive economy

• The ITC instrument fits a ‘classical’ economics case of market failure
• Free-riders, spillovers, incomplete information 

– Free-riders: firms worry about trained people leaving so do not train enough
– Spillovers:  National benefit accrues to training but not enough done 
– Incomplete information: Individuals do not know what jobs to do (and schools by 

themselves don’t either) 
• Is the rationale for the R&D tax credit & accelerated depreciation /  

investment tax credit. 
• H-ITC for incumbent workers to move up career ladder

– An H-ITC mitigates the firm’s disincentive to train workers for fear of losing them to 
a rival firm that does not train

• H-ITC for entry level workers
– A internship credit mitigates students’ concern about technical careers and 

recognizes that the ‘first job’ may no longer be US
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Services Trade Negotiations Are Key
US gains from services liberalization through exports; 

ROW gains too, but from greater efficiency inside economy
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