Offshore Outsourcing Complaints:  Are they Justified?

For those of us that have been in the industry of outsourcing and directing others to the outsourcing model, we know this industry has been subject to criticisms and complaints from a variety of sources such as politicians, employers, and employees who have lost their jobs to expansion and market conditions.  Realistically though, the Fortune 1000 companies have developed and implemented complex outsourcing relationships in many areas, including operational, business and legal, for many years.  Many practitioners from law firms have been engaged in advising Fortune 1000 companies on their complex outsourcing relationships.

Every two years, offshore outsourcing becomes a political issue.  It was an issue in the 2010 elections, and it will be an issue in the 2012 presidential elections.  If the unemployment rates remain at 9%, offshore outsourcing will be a topic of controversy.  

So what do our elected legislators do best and what is their primary job description?  It is to make laws.  However, creating a law that is entitled “Creating American Jobs and Ending Offshoring Act” is a stretch of legislative creativity.  The legislation was introduced and sponsored by a Senator with many years of experience in September 2010.  Fortunately, the legislation died the same month it was introduced.  Those sponsoring the legislation said it would create American jobs.  The opponents of the legislation said it would create jobs for lawyers and accountants but not much else.  The legislation as written would have amended the Internal Revenue Code.  The first provision would have provided a two-year tax break for companies that hired US workers to displace a foreign worker.  If a company took that action, during those two years the company would not pay the employer’s share of the Social Security Payroll Tax.  Those opposed to the law said this would provide a tax break to companies that were hiring US workers anyway.  In fact, it would create no additional jobs.  

The second provision of the legislation would have prohibited US companies from deducting business expenses that were related to transferring US operations to an offshore location.  The third part of the legislation would have prevented US companies from deferring the US taxes on income generated outside the US until such revenues are repatriated.  The opponents of the legislation believe that these previous provisions would have unintentionally caused the loss of American jobs and tax revenues.

There will always be opponents and supporters of offshore outsourcing.  There remains a sector of our political and government representatives that may never recognize the opportunities and benefits of offshore outsourcing.  There are many pro-business politicians and government leaders that support the business model.  There remain many arguments for the offshoring and outsourcing of work that’s supported by many economic studies.  An independent study by McKinsey & Company from several years ago concluded that almost $1.50 of new economic value is created for every $1.00 of American companies’ investment offshore.  

The US business market is experiencing in-shoring of foreign companies that recognize the benefits of the US market place.  An excellent example is Wipro, an Indian based IT company.  Wipro has for more than two decades been one of the leading Indian IT outsourcing companies for offshore services.  Wipro has now established its US headquarters in Atlanta and has projected it will employ as many as 10,000 people in the US over the next few years.  Its Atlanta headquarters has already employed over 1,000 employees in only two short years since establishment.

Offshore outsourcing is a business model that works for US companies and is a business model that works for Indian companies and most global companies.  We all recognize we live in a global economy and in a global business marketplace.  And time has proven that the US, Congress, other legislators and government leaders recognize that the offshoring business model works; it creates jobs; it creates opportunities and it will continue to be a function of the US business community as it has been for many decades.


