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1) GLOBAL SCENARIO
There is currently a strong global trend of large global corporations transferring information technology (IT) services to developing countries where there is competence, quality and lower labor costs. 

This trend comes from strong digitalization, the Internet and the increasingly faster global data networks. Nowadays many tasks are easily conducted overseas. We highlight a few examples:  Agreement creation and invoicing, payment to vendors, database management, verification of quality of processes, performance and capacity support, administration of management systems, web design and web hosting, in addition to the traditional call center, among others.

Below is a table by the International Data Center (IDC) picturing the trends of this market and another table showing the values imported by USA in 2003 (dollars). 

Expenses Importing IT Services by region, 2003-2008 (US$M)

	
	2003
	2004
	2005
	2006
	2007
	2008
	2003-2008

CAGR (%)

	United States
	5,180
	7,909
	9,802
	11,104
	12,244
	13,124
	20.4

	Canada
	116
	135
	140
	144
	150
	153
	5.8

	Global Total
	6,881
	10,071
	12,491
	14,261
	15,883
	17,333
	20.3


IT Service Imports by USA in 2003
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Source: IDC 2004 Analysis: Worldwide and U.S. Offshore IT Services 2004 -2008

The Gartner consulting company estimates that 40% of the 1000 largest American corporations will have at least one project in two years, and as showed by Business Week, centralization is already a fact in Europe as well: “HSBC has huge support offices in China and India, and German multinational corporations such as Siemens and INA-Schaeffler are hiring in Russia, Balkans and Eastern Europe”. 

Global corporations weight the competitive advantages of each country. In general, they evaluate government support, labor offer and qualification, communication infrastructure, costs, legal system, taxes, economic stability and political and cultural issues. 

2) ADVANTAGES FOR BRAZIL
Export of IT services brings many benefits to Brazil. We highlight the main ones, followed by brief comments:
� Creation and maintenance of new job positions, in addition to opportunities for people with disabilities and professionals from the “First Job” program 

It should be noted that many job positions can only be generated through services export, and this could also work as a facilitator for obtaining new overseas service contracts. However, it is important to be aware that the reduction of job positions in the branches of global organizations deployed in Brazil could be a significant risk if these corporations choose to centralize services in other more competitive nations. In IT services centralization projects, branches or subsidiaries have a 50-70% reduction in the number of employees working with IT. 

� Increase in export revenue

There are new services export opportunities for all companies established in Brazil that demonstrate competence to do so. It is important that these companies become references, because this leverages Brazil’s opportunities when the time comes for international customers to choose where they will operate.People training, knowledge transfer and intellectual capital

 
Services of this kind require work teams that must undergo an extensive and very well-thought training process. These professionals will acquire knowledge on extremely up to date and complex IT environments, and their training will not only contribute to the delivery of services with high quality standards but will also be a crucial factor in disseminating Brazil’s image as developer of talents.

� Increase in tax collection

Migration of services to Brazil will affect tax collection. As recently calculated by the Ministry of Development, Industry and Foreign Trade itself, if we admit that by 2007 two hundred multinational companies will have deployed Service Provision Centers in the country, with an average number of 100 professionals each, the market will reach US$400 million per year.

� Improvement in income distribution and thereby fighting poverty.

By attracting foreign capital to Brazil through exporting IT services, the country will be improving its educational level, thus creating new specialized job positions and contributing to the reduction of social imbalance. 

� Brazil’s Image 

New exports will contribute to promote Brazil’s image internationally, showing its competence as a service-exporting country, similar to the manner in which the industrial and agricultural sectors are currently seen.

3) HOW SOME COUNTRIES OPERATE

It is worth analyzing how other countries that compete with Brazil operate:

  ARGENTINA    

·
Low labor cost due to high unemployment rate and low overhead;

·
Equalitarian treatment between national and multinational companies (market access)

·
Increased flexibility in labor legislation, allowing work schedules of up to 48 hours per week, and including salary reduction to maintain the level of employment;

·
Trial period of three months, extensible to 6 months with unions’ approval.

  CHINA    

·
Low cost and solid offer of labor; 

·
High economic growth with low risk level of political-economic instability;

·
Strong capability for State-supported changes (i.e., by determination of the Government there is only one time zone in all the country, regardless of regions’ geographic locations);

·
Partial tax credit for use in software research, and temporary reduction of income tax for companies going through their initial phase.

·
Education system strongly focused on technology training (more than 1000 university programs related to IT).

  INDIA     
·
Large-scale offer of labor with training in English language (more than 2 million are graduated each year in English)

 ·
Global business strategy

·
Global lead in the outsourcing market and international recognition;

·
Solid support and government subsidies to obtain increasingly competitive costs;

·
Incentive policy for deployment of multinational IT industries;

·
Investments in IT infrastructure;

·
Strong presence of public universities in IT education (75 thousand graduates/year);

·
International leadership in certifications (more than 50 companies with CMM5 certification).

  MEXICO   

·
Same time zone as United States and Canada; 

·
Reduced taxes/tariffs due to its membership in NAFTA;

·
Lower transportation cost due to proximity with United States;

·
Specific incentive program for IT training;

·
Social-cultural characteristics similar to the ones in United States;

·
Weekly schedule of 42 to 48 hours.

OTHER EXAMPLES: ISRAEL and IRELAND

� Israel has a software and services sector specialized in security and antivirus technologies.  Hundreds of software development companies generate an annual revenue of US$ 1.5 billion and employ 20 thousand highly qualified workers. Exports amount to 50% of this profit growth. The main IT companies created software development centers in Israel. Abundant venture capital: US$ 4 billion invested in high technology startups since 1998. Immigration has contributed to form a high quantity of specialized workers with entrepreneurial spirit. 
� Ireland has benefited from its government’s political strategy. IT software and service exports already account for 5% of its total exports. This sector employs 21 thousand employees and generates revenues in the amount of US$ 7.4 billion. There are 60 IT services operations, including call centers, telemarketing and back office data processing. There is also access to a modern communication infrastructure, telecommunication with competitive costs, low tax rates for companies and a highly educated labor force capable of speaking several languages and with informatics skills. 
4) PROPOSALS OF GUIDELINES AND ACTIONS 
Brazil has a great potential for entering this window of opportunities, because it has an economy which is already focused on the third sector, a well-prepared labor force, communication infrastructure and a significant IT platform already installed. However, some actions must be deployed quickly, and the government has an important role in this context. 

Below are a few guideline proposals to be followed. 
� Few specific sector regulations are required. However, to maximize the benefits of an interconnected world, it is up to the government to adjust national public policies for authentication, certification, privacy, consumer protection, tax neutrality, movement of professionals, public bids and commercial practices.
Public policy must promote a national environment that encourages entrepreneurship. The government may encourage increasing availability of venture capital for small and medium-size businesses, increasing incentives for research and development and more public-private partnerships. 
�  

� The IT product tariffs must be reduced in order for companies and consumers to have access to digital products and infrastructure. Fifty-five countries have already signed the OMC’s Information Technology Agreement (ITA) and have eliminated IT tariffs or are in the process of doing so.
� The government could be a model for society through deployment of e-government, enabling better and cheaper services. This demonstrates confidence in technology and increases local demand for IT software and services, generating a market expansion for local entrepreneurs.  E-government presupposes IT training for public servants, and exposes in a positive way the citizens to IT applications. This is mutually beneficial and helps to promote competitiveness of the labor force and the IT software and services sector in Brazil. 
These guidelines must consider aspects that encourage the permanent entry of Brazil in the new scenario of global IT, executing actions that stimulate companies to accelerate their software service export projects.

These actions are divided below among the following themes: tax/fiscal burden, labor-related topics, labor force training, dissemination of Brazil brand and specific program for the sector.

TAX BURDEN
In the composition of costs of services targeting exports, the participation of the tax component is extremely relevant, considering that the high tax burden in Brazil leads to a serious loss of international competitiveness, especially when this tax burden is higher than the one practiced in countries like India and China, currently Brazil’s most important competitors in the attraction of investments in the IT service area.

 The largest impact comes from taxes aggregated throughout the productive chain of the provided service (IPI, ICMS, PIS, COFINS, ISS, CIDE, etc.). As an example we have thetaxes paid for the acquisition of hardware, software and infrastructure in the country and overseas.  Below is a table showing the impact of this tax burden.
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ACTIONS:    

� Create a tax credit policy for part of the purchases made for the provision of services overseas, to be calculated according to the proportion of foreign revenue compared to the company’s total revenue. This may require the involvement of state and municipal administrations. As an example of these operations we quote:
- ICMS that is charged on expenses with international telephone lines, broadly used in the provision of these services;

- ISS, PIS and Cofins charged on third-party services, hired exclusively to process the exported service;

- Taxes charged on assets used in total or in part for providing the exported service (i.e.: computers , telephone exchanges, software and furniture).

� Transformation into tax credit of all COFINS and PIS accumulated throughout the production chain of the service to be exported. This item needs to be regulated to avoid future problems interpreting the legislation; 

� Credit related to CIDE: Add to article 2 of Law 10.168, dated 12/29/2000, two paragraphs of the following tenor: paragraph 6 - The companies subject to assessment and payment of the contribution referred in the heading and in paragraph 2 of this article may deduct, for the purpose of determining this contribution, a credit equivalent to the value of that same contribution that has been applied by reason of import of  services or payment for acquisition or use of rights, applied as input to the services destined for export, and whose payment occurs in convertible currency."
� No incidence of ISS: Add an item IV with the tenor below to article 2 of Complementary Law 116, dated 07/31/2003: "IV - on import of services to be applied as input to services to be sold in the internal market or exported." "
� Unburdening of ISS regardless of location of service provision. Currently a few cities exempt ISS charges, while others such as São Paulo only exempt this tax if the service is provided outside Brazil, which hurts offshore services activities;
� Change of deductibility limitation: with the following proposed term: "Art. Deductibility as operational or cost expense of disbursements referred to in Law 3.470, of 1958, art.74, in Law 4.131, of 1962, art.12, and in Decree-Law 1.730, of 1969, art. 6 will not be subject to any limiting percentage.”
� Establishment of agreement to avoid double-taxing between Brazil and USA, also calling for reduction of taxes charged at the source relating to foreign remittances. 

  LABOR-RELATED ASPECTS
Brazilian labor duties are among the highest in the world, and represent practically 50% of the labor costs, which in turn represent approximately 70% of the cost of the provided services. Unburden and simplify the model of hiring labor is a big differential for facing the competition in the international market. 

 ACTIONS:   
� Flexibility in the work schedule – authorization for compensating hours on a 1 by 1 basis (For example: mobile schedules: Sundays and holidays for compensating Brazilian holidays with US holidays)

� Reduction of extra payments on night shifts, in order to use the work positions in 03 shifts 

� Reduction of the extra payment for hours in "stand by"

� Recognition of subcontracting Individual Legal Entities, without the current risk of labor ties

� Extension of the period that characterizes a temporary employment relationship: from 90 days to 1 year

� Regularization of work performed remotely, from home.

� End of system "S" charges – Sesc/Senai/Sesi

� Flexibility in obtaining entry and exit visa of professionals in the countries for performing transition work and training. 

  QUALIFICATION OF LABOR 
In the other countries competing with Brazil for the IT worldwide market, professional training and qualification are funded by the government. In our case, the Brazilian exporting companies are the ones bearing this and other required costs for professional qualification. Therefore, in order to be competitive, we have to review this scenario. To export, before  anything else we need to qualify professionals for the globalized market. These resources need a level of training that the current Brazilian educational system, geared towards the internal market, is not prepared to meet.

ACTIONS:    

� Facilitate/encourage IT qualification programs, in partnership with the private sector and Universities, for professional education in tune with the requirements of the sector.  A critical factor is the adoption of a sustainable policy for increasing the quantity of professionals graduated each year, and enhance the education, in particular in the area of processes.
� Create mechanisms of fiscal credits related to investments made by private companies in education and qualification of their staff, for bridging the gaps in professional qualification for meeting the services requirements overseas.
� Use the R&D program of the Informatics Law, as well as FAT and FUST, for enabling enhancement of productivity and quality in the areas of software engineering and information technology services (CMM – ISO).

� Create partnerships with the federal technical schools for designing content for mid-level technical courses, with the objective of servicing the demands of qualified professionals by services exporting companies, focusing on qualification for:

- Establishment of Standard World Class Processes, such as CMM and ISO, for SW and Applications development and maintenance.

- Qualification in customer services processes

- Basic qualification in Information Technology

- Proficiency in English and potentially French, a basic requirement for any country that wants to become a player in export activities.

  ADVERTISING OF THE BRAZIL BRAND
It is important for the Brazilian government to invest more time and capital advertising the country and the qualification of the companies located here, as IT services exporters, in the same manner it currently does for other sectors of the economy, in particular the industrial and agricultural sectors. Brazil is known throughout the world as a great exporter of agricultural commodities and manufactured goods, but is unknown when it comes to IT services. The government should lead this challenge and make an aggressive advertising in the potential buyer markets, about the competencies and qualifications Brazil already has.

ACTIONS:    

� Implement the goals already established in the Programs "Brazil Exporter" and "Brazil Image Overseas", defined in the Industrial, Technological and External Trade Policy published in March 2004.

  SPECIFIC PROGRAM FOR THE SEGMENT
Lastly, it would be very effective to adopt some type of incentive program for exporting technology services, in order to progressively reward the participant companies. More than  60% of worldwide exports have been generated by transnational companies and their local branches. In 2002 these branches were responsible for half the US$ 279 billion exported by China. In Brazil only 21% of the total export revenue were generated by subsidiaries of transnational companies. A strong program supporting development, combined to an active policy of conquering the external market could help enhance the performance of the companies and of the country.

***

