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ADDITIONAL CASE STUDY

CHAPTER 13
Philippines gets a share of emerging world trade in data 

New opportunities for the development of service industries are constantly emerging. Sometimes, these can be quite unexpected, bringing rewards for the far sighted and innovative marketer. Data processing is a service sector which expanded rapidly during the 1990s, when organisations of all kinds found increasing need to enter information into computerised databases ‑ records of customer sales, services performed, details of rolling stock movements, to name but a few. In the early days, most firms regarded this as a back room function which they could perform most cost effectively by using their own staff at their own premises. With time, an increasing volume of data to be processed and the growing sophistication of data analysis systems, many service companies emerged to take the burden of data processing off of client companies.

At first, most data processing companies operated close to their clients. However, by the late 1980s, large volumes of data began entering international trade to be processed by companies in overseas countries where costs were lower, working regulations more relaxed and trade unions often non existent. An important factor accounting for this development in international trade was the rapid pace of technological developments. Processed data could now be transmitted back to a client company very quickly using satellites or fibre optic links.

Data processing has established a firm foothold as an exportable service in areas such as the Caribbean, the Philippines and to some extent the Irish Republic. Each of these countries is characterised by relatively low wage rates with skills which are at least as good as those of workers in more developed countries. 

The development of the Kansas, USA based Saztec company illustrates the way in which international trade can be developed. Saztec has won data processing contracts from major organisations throughout the world, including a number of U.K. government departments, such as the Home Office and Treasury. Yet these services are generally produced far away from either the company's or the client's base. The company employs over 800 people in the Philippines, who earn an average of £75 per month ‑ much less than the salary paid to its staff at Kansas. Staff turnover at less than 1% is much lower than the 35% annual rate at Kansas. Furthermore, the company is able to obtain a higher quality of output by the military style organisation and control of its staff ‑ something which would not be accepted in the USA. 

The Philippines has become an important exporter of data processing services by exploiting its comparative cost advantage in labour inputs - something that is useful in capturing high volume, basic data input where accuracy and cost are paramount. Another country which has developed this service sector in a big way is Jamaica, which in addition to exploiting its low labour costs offers the advantages of a sophisticated infrastructure ‑ such as satellite links ‑ and generous tax incentives. Ireland by contrast has exploited the fact that it has a relatively highly educated and English speaking workforce who have earned less than their counterparts would earn in the U.K. or USA. A number of computer companies, such as AOL and Dell have set up customer telephone support services in Ireland to handle customer enquiries. For a caller from the UK, only the accent may indicate that their call is being answered overseas.

The Philippines, like most developing countries, has a long way to go before it becomes a predominately service based, rather than an agricultural or manufacturing based economy. In the case of data processing, new communications technologies have allowed production to take place in a totally different location to the customer, thereby overcoming the problem of inseparability. There are clearly limits on developing countries' abilities to export services, but marketers in these countries will be looking for new opportunities to separate production and consumption and export the benefits to relatively wealthy western clients. Meanwhile, the development of these countries' domestic economies will doubtless lead to growing demand for producer services from the growing business sector and for consumer services from the emerging middle classes.

Sources: P Taylor, PM Bain, 2004, Call centre offshoring to India: the revenge of history?, - Labour and Industry; WR Poster, 2007, Who's on the line? Indian call center agents pose as Americans for US-outsourced firms, - Industrial Relations: A Journal of Economy and Society.
Case study review questions
1. Why has data processing emerged as a major new service industry in world trade?

2. What are the advantages and disadvantages to a western European based insurance company of outsourcing its call centre operation to an overseas supplier?
3. What are the advantages to the Philippines economy of developing its data processing industry? Are there any disadvantages?
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