Outsourcing
The Law of Unintended
Consequences
KENI‘ST:"\—FE Lectures in Macroeconomics- Charles W. Upton

The Issue

» Companies move jobs outside the country.

* What are the consequences of “doing
something” about this.
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A Tale of Two Pizzerias

* Brown’s Pizzeria

— Buys its flour
and cheese from
farmer Jones

A Tale of Two Pizzerias

e Brown’s Pizzeria ¢ Miller’s Pizzeria

— Buys its flour —Owns its own
and cheese from farm, where it
farmer Jones makes its flour

and cheese
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Going South
* Brown’s Pizzeria <« Miller’s Pizzeria
— Buys its flour —Owns its own
and cheese from farm, where it
farmer Jones makes its flour
— Starts buying and cheese
from Mexican
farm
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Going South

* Brown’s Pizzeria ¢ Miller’s Pizzeria
— Buys its flour — Owns its own
and cheese from

1m 1 counts as
farmer Jones e Py i

import: usual

— Starts buying areuments anpl
from Mexican gu PPly
farm
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Going South
e Brown’s Pizzeria <« Miller’s Pizzeria
— Buys its flour —Owns its own
and cheese from farm, where it
farmer Jones makes its flour
— Starts buying and cheese
from Mexican —Moves its farm to
farm Mexico
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The Dreaded Term

* Brown’s Pizzeria ¢ Miller’s Pizzeria

— Buys its flour — Owns its own
Outsourcing! | farm, where it
Sttt g makes its flour
— Starts buying and cheese
from Mexican —Moves its farm to
farm Mexico
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Distinctions without Difference

* Brown’s Pizzeria < Miller’s Pizzeria

—Buys it In fact this is ™ its own
and chg . .. : n, where it
farmer| @ distinction ces its flour

“startst. without @ cheese

from M difference ves its farm to

farm VIEX1CO

KI‘;NT‘?D“'E Outsourcing

Tax Outsourcing?

e Giovanni’s

Pizzeria

— Headquartered in
Naples

— Brings in flour
and cheese from
its farm in
Mexico
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Tax Outsourcing?

» Giovanni’s e Miller’s Pizzeria
Pizzeria —Headquartered in
— Headquartered in Cleveland
Naples — Brings in flour
— Brings in flour and cheese from
and cheese from its farm in
its farm in Mexico
Mexico
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Tax Outsourcing?

b

No
Outsourcing

e Giovanni’s
Pizzeria

— Headquartered i
Naples

— Brings in flour and cheese from
and cheese from its farm in
its farm in Mexico
Mexico
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Tax Outsourcing?

> Ginvanni’s * Miller’s Pizzeria
— Headquartered in
Outsourcing Cleveland
rings in flour
— Brings in flour a cheqse from
and cheese from its fgrm in
its farm in Mexico
Mexico
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Tax Outsourcing?

e Giovanni’s » Miller’s Pizzeria

If we tax — Headquartered in

outsourcing, Cleveland
works at a cost — Brings in flour
disadvantage —d-cheese from
its farm in
IS TAariinr Irr MeXiCO
Mexico
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Tax Outsourcing?

» Giovanni’s Gains Market |a

Pizzeria Share in
—Headqu,
Nap — Brings in flour
— Brings in flour and cheese from
and cheese from its fa.rm in
its farm in Mexico
Mexico
KENT.-“—J'“_F Outsourcing

Tax Outsourcing?

» Miller’s Pizzeria

Lays off
Management —Headquartered in
Staff in Cleveland
ings in flour
Cle\!eland ese from
and cheese from its fgrm in
its farm in Mexico
Mexico
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Tax Outsourcing?

Lays Taxing Outsourcing zzeria
Manage doesn’t bring jobs tered in
Staff Pack from Mexico, |
it moves jobs to  flour

Clevel
Germany. f from
and cheesc v o e ul
its farm in Mexico
Mexico
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Tax Outsourcing?

Lays Taxing Outsourcing zzeria
Manage doesn’t bring jobs tered in
Staff Pack from Mexico, |

24 s taka 4o flour

The Law of Unintended : from

Consequences Strikes Again!
1ts tarm 1n IVIEXICO

Mexico
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