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Introduction

Intangible processes shape the global economy. Value and utility are derived from
constant flow of data between entities located in various spots in the world. Most
users of the digital content would not be able to indicate its country of origin or
explain the mechanics behind the provided service. Similar phenomenon occurs in
the business relations, which are shaped by processes of the international supply of
services. Data, information and knowledge flow seamlessly between entities engaged
in global value chains (GVCs). Its crucial elements are multinational enterprises
(MNESs) and the persistent transformations of their operations.

One of the major elements of the international sourcing of goods and services is
offshoring. According to my best knowledge, no other activities concerning MNEs
have recently been so dynamic and brought such profound changes to their struc-
tures, as reorganising the execution of the headquarters’ services via various forms
of offshoring arrangements. Many crucial business activities are provided by speci-
alised vendors located in business services hubs. It is frequently visualised as em-
ployees from a distant and low-cost location providing IT or accounting services
for a rich-country corporation. However, is it the real essence of white-collar serv-
ices offshoring? Does it change over time? What is its impact on businesses and
economies?

The importance of offshoring can be measured using various metrics, such as
the value of the services offshored, number of jobs in offshore services, or the types
of processes offshored. Because of the dynamics of offshoring, imperfections of sta-
tistical tools, and intangible nature of offshore activities, there are only estimations
available regarding the size of offshoring. According to various sources, the value
of the market of offshored advanced business services (ABS) is worth more than 1
trillion dollars annually and employs millions of people. Importantly, the trend has
been growing steadily for the past two decades. However, the real importance of
service offshoring may be much higher due to efficiency and knowledge gains, but
also risks incurred by the operations. I attempt to shed more light on the topic of
offshoring of white-collar services, which are not frequently highlighted in the dis-
cussion of international organisation of firms and markets. My aim is to present a
comprehensive picture of the recent global and local landscapes shaping these
activities.

Business decisions have economic implications. Economic conditions influence
business decisions. Therefore I argue that it is not only necessary to focus on eco-
nomic or business issues without presenting the interactions between those two.
Especially when it comes to the issue of offshoring, which is very multidimensional
and dynamic, thus calls for the analysis of the links between particular elements of
the offshoring arrangements, rather than those elements themselves. A one-sided ap-
proach to offshoring is the main difficulty in understanding its essence. For example,
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the impact of offshoring on a host economy has been measured using changes in the
job market, which is a part of economics. But the changes in the job market are
closely linked to management practices and employees satisfaction with the jobs,
which is the business part. An interdisciplinary approach brings many challenges
and requires holistic thinking about the issue. But it will allow to use the findings in
building business strategies, but also public policy regarding offshoring of ABS.

I investigate whether offshoring of white-collar services is a win-win situation
for economies of different levels of development. Such an assumption is supported
by the evidence that workers in offshored jobs in home countries can be employed
in higher value activities, thus receive higher wages, while firms report higher effi-
ciency. From a host country perspective, it means inflow of jobs and knowledge, as
well as the inclusion in GVC. Or maybe it is a zero-sum solution, which means that
jobs are transferred from high-cost economies to low-cost ones. As a result there is
a loss of jobs in a source economy and the same number of new jobs is created in a
host economy. There is also the third possibility — a negative-sum game. The main
argument for such a situation is that the number of jobs created in a host economy
is lower, than the number of jobs lost in a source economy. It is due to the fact that
offshoring results in centralisation of many activities, thus jobs in many local units
are axed and only a fraction of the original number is created in a host economy.
Moreover, there is the question of whether the jobs created are a blessing for the
host economy or maybe a burden. I will apply the multidimensional analysis to pre-
sented scenarios, both from the perspective of host and home economies.

The idea of offshoring of ABS has been predominantly analysed from the per-
spective of home countries. The other side of offshoring — host economies — has been
to some extent neglected or at least stereotyped. There is vast literature regarding off-
shoring of business services to Asia, particularly to India. Indeed, the economy be-
came a symbol of offshoring and outsourcing of business services globally. The
economy is considered to use the foreign direct investment (FDI) into service sector
to alter its sectoral structure. There has been a leap from agriculture into services re-
quiring highly skilled workers.

However, the offshoring of services in not only about Asia. There are emerging
locations in many parts of the world. I focus on ABS in Central and Eastern Europe
(CEE) because of the enormous growth of FDI in professional services in recent
years. From the perspective of the CEE countries, such a situation is new, as they
focused on industrialisation during their dependence on the Soviet Union, and even
after the fall of the Iron Wall, manufacturing was an important element of attracting
FDI. It seems quite natural that after the large wave of investment in manufacturing,
it was time for greater engagement in services. Anyway, the dynamic growth of off-
shoring of business services in CEE raises the question regarding its limits. The num-
ber of large firms that are still capable and interested in offshoring operations should
decrease as many of them are already engaged in such operations. Moreover, the
number of prime locations in CEE for offshoring is also limited, and many of them
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have already experienced a saturation with offshoring processes and it is very diffi-
cult to locate more businesses there. Therefore it is crucial to understand the determi-
nants and implications for host countries. The impact has to be confronted with the
recent developments in knowledge-intensive services.

The fact that I discuss in this book the intangible activities, does not mean that
the geographical location of services is of minor importance. I argue the opposite.
In the global sourcing of services, the geography should be treated as an essential
factor. In reality, the global sourcing means coordination of operations not only on
the economy level, but more importantly on the local level of regions and cities. It
requires global decisions and trends to be directly linked to precise locations,
where the operations are executed. Not surprisingly, the Indian business services
industry is illustrated by Bangalore, but the dependence on prime locations is also
a fact in other countries: Ireland — Dublin, Czech Republic — Prague, Hungary —
Budapest. Again, it does not mean that economy-wide elements could be neglected
in order to focus on the detailed picture. It rather means that there are economy-
wide factors attracting foreign enterprises into particular locations.

Besides the geographic dimension of offshoring, I focus on the business evolu-
tion of the phenomenon. The key issue is the robotisation and automation of serv-
ices. It can be associated with the codification of knowledge and advancement in
machine learning (ML). When I started my adventure with offshoring of ABS several
years ago, the big issue was how to deliver the quality in transactional operations.
Back then only few companies were experimenting with the automation of the pro-
cesses. However, just a few years later the automation is the bread and butter of the
industry, in spite of the fact that there are many failures in implementing the auto-
mation or many decision-makers do not fully understand the fundaments of auto-
mation and its potential value creation. There is also necessity to incorporate in the
discussion on offshoring of services new issues such as data protection, artificial
intelligence, and synergies between computers and humans.

The first chapter provides explanation of the basic definitions regarding off-
shoring and outsourcing of business processes. The notions are commonly used in
the academic literature, professional publications and media. However, they are
sometimes misunderstood or at least not precisely used. I aim at clarifying the no-
tions with respect to business services. The chapter also deals with the history of
white-collar jobs offshoring. This is one of the first attempts to put the development
of the offshoring of support services in the historical framework. This chapter also
presents the situation in home countries with respect to offshoring. This is the
most commonly analysed approach to offshoring, both in manufacturing and in
services. In general, the evidence underlines a negative impact of offshoring, but
there is also vast evidence for positive impact of offshoring on employment,
wages or productivity.

In the second chapter I aim at presenting offshoring of white-collar services
from the statistical perspective. Again, the issue is that offshore business services
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are difficult to grasp from the conceptual and methodologic point of view, thus dif-
ficult to measure and analyse them with the academic discipline.

The third chapter attempts to put the interdisciplinary and multidimensional
issue of offshoring of white-collar services into the theoretical framework. Both
business and economic theories will be considered to fit the developments in inter-
national provision of knowledge-intensive services. Moreover, the approach to ABS
cannot be based on perfect competition and granularity of companies and destina-
tions. In the industry we have limited number of large companies, frequently using
their strong market position and limited number of preferred destinations. Therefore
understanding particular decisions of firms regarding their ABS units is crucial in
building a comprehensive picture of the phenomenon.

Chapter four presents the business approach to arrangements on international
provision of ABS. This is an important part, where the macro perspective has been
linked to organisational arrangements towards optimal execution of knowledge-
intensive services. An important dilemma discussed here is the choice between cap-
tive offshoring and offshore outsourcing, meaning the decision between provision
of services from within a firm or from an external vendor.

The fifth chapter introduces recent trends in offshoring of ABS. The industry is
very dynamic and coming years may bring substantial redefinition of professional
services and methods of their delivery. The most important element is the rise of
automation solutions and application of artificial intelligence. This is not about sci-
ence fiction, but rather discussion of the processes that are already taking place.
The scale of the automation is rising significantly every year and the coming decade
will change the industry profoundly. It will have a grave influence on business op-
erations, but also on the economic environment.

Chapter six presents the global perspective on offshoring of business services.
The discussion regarding the main trends is illustrated by cases of the three most
important offshoring destinations: India, the Philippines and Poland. The third
economy is the common element linking the global perspective on offshoring with
the regional specifics of the CEE economies. The three distinctive cases exemplify
the determinants and outcomes of hosting the vast amount of processes. I have se-
lected three largest markets in the world to indicate their strengths and weakness
and present what lessons can be learned by other economies.

Chapter seven presents the state of offshoring from host countries perspective.
The analysis of potential results induced by locating offshoring activities in those
economies, will also be used in the further part devoted to the policy recommenda-
tions. The macroeconomic perspective will be supplemented by microeconomic and
business approaches. Thanks to presenting the three perspectives, I aim at bringing
together somehow competitive views.

The recent decade was a period of unprecedented growth of employment and
scope of activities of foreign-owned ABS firms in the CEE economies. I argue that
this was a one-off period in their history, which changed their main specialisations
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in FDI. The period has been depicted as a success story for the economies. It led the
transformation of the economies from being manufacturing oriented towards more
knowledge-intensive services. I analysed four CEE economies: Czechia, Hungary,
Poland, and Slovakia. They are also referred to as the Visegrad Group (V4) econo-
mies. Besides these economies, there have been also newcomers to the industry:
Lithuania, Bulgaria, Romania, Serbia, Croatia. Each of the latter economies have
certain advantages, however they can be described as latecomers and their emer-
gence rather supplements activities in the V4 economies, not replaces them.

Chapter eight provides results of the policy study. The question that was raised
when working on the project was about the role of the current policies and their
design towards the future of the ABS industry. I aim at assessing approaches of CEE
governments towards FDI in professional services using the existing evidence, but
more importantly I attempt to provide recommendations regarding FDI policies.

The book is a result of a four-year research project regarding operations of for-
eign-owned firms in business services. I treat this publication as an opportunity to
put my detailed findings regarding the operations of foreign-owned firms in ABS
industry in the V4 economies into a broader global context. The inference in the
research project was carried out using two groups of research methods: qualitative
and quantitative. The former approach was used to determine the cognitive frame-
work, to analyse the institutional environment, and to identify a set of potential de-
terminants of FDI inflows into the business services sector and their implications.
The qualitative analysis was particularly useful in determining changes in eco-
nomic policies of governments and their strategic plans for the coming years. At
this stage, I also analysed legal acts related to the operations of foreign investors in
the business services sector. The aims of the research were to identify determinants,
effects and longevity of the investment projects in ABS.

This book goes beyond traditional understanding of FDI, international trade or
business services. All of the elements have been blended together in order to pres-
ent the full picture of global sourcing of knowledge-intensive business services. It is
also a result of many meetings with representatives of authorities responsible for
attracting foreign investors in ABS to particular economies, members of associa-
tions of offshoring companies, managers of foreign-owned companies operating in
ABS. Conclusions of the book are also a result of numerous discussions with schol-
ars during academic conferences and research seminars. In the course of working
on the project I have spent many hours talking to leaders of offshoring units.

The main layers of the book are business and economics. However, the issue of
offshoring is very interdisciplinary. Therefore, to deliver the complete picture, ex-
planations rooted in history, political science, sociology, anthropology or geogra-
phy will be included. It is because the book is about people, companies and places.
Many issues presented in this book are illustrated using information on business
events. Thanks to such an approach, the reader will have a full view on the issue of
offshoring in the globalised economy. Pure economic or business approach might
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lead to bhiased conclusions. I also see the accompanying approach as increasing
complexity of analysing the phenomenon. However, the global economy is complex
and it was a challenge to simplify some issues.

The book may be useful both for practitioners and theorists of international
economics and international business. It may be used at lecture halls to supplement
the discussion on global value chains, multinational firms, foreign direct invest-
ment. Students should gain from delivering both the context and multiple ap-
proaches to offshoring. I also aim at business practitioners, who are to decide about
the international provision of services within their organisations. I identified vari-
ous challenges in offshoring and possible scenarios of future development. This
book should also provide new insights for the policymakers in the international
scale, but especially in host economies.



1 Past developments and recent trends
in offshoring of white-collar services

1.1 Offshoring and offshorability

Offshoring adds the international context to sourcing decisions of firms. International
sourcing is defined as “the total or partial movement of business functions (core or
support business functions) currently performed in-house or currently domestically
sourced by the resident enterprise to either non-affiliated (external suppliers) or affili-
ated enterprises located abroad” (Eurostat, 2019).

There is no commonly accepted definition of offshoring, what makes systematic
statistical analyses very difficult. The issue is even more evident for service offshor-
ing, where the support of private research institutions enriches understanding of
the industry and its economic impact (United States Government Accountability
Office, 2004). A very simple definition of offshoring of services describes it as “the
transnational relocation or dispersion of service related activities that had previously
been performed in the home country” (Doh, Bunyaratavej, & Hahn, 2009, p. 926).
Jensen, Larsen, and Pedersen (2013, p. 315) also use a similar approach to define off-
shoring as “the relocation of organizational tasks and services to foreign locations”.

Statements that offshoring means moving activities from high-cost countries to
low-cost ones, or from highly developed to less developed countries are no longer
justified. Nevertheless, the common characteristics of the offshoring destinations
has been a certain level of underdevelopment. It was the case for the Caribbean or
Ireland, especially in the beginning of the interest in offshoring. The basic motive
of the cost arbitrage was supported by the financial incentives and loose legal
framework in host countries. The evidence from US offshoring firms confirms that
the propensity of firms to source from a foreign supplier falls with the rising rigidity
in the host country labour market (Kohler & Kukharskyy, 2019). Indeed, in many
cases the cost-cutting motivation was dominating, however over the course of time
the determinants, forms and outcomes of offshoring evolve significantly.

According to the evidence, the lower difference in wages between a home and
host economies supports the decision about offshoring (Bunyaratavej, Hahn, &
Doh, 2013). Moreover, they found that a higher level of education and cultural prox-
imity were positively correlated with the decision on offshoring. There are not only
factors related to the attractiveness of the foreign locations. Home market condi-
tions may be crucial in the decision regarding offshoring in the first place. Rigid
labour market conditions in a country of origin are one of the key factors in the de-
cision regarding offshoring (Weng & Peng, 2018).

Offshoring has been considered as a process distinctive to foreign direct invest-
ment (FDI). In general, when a firm establishes a foreign subsidiary to serve a foreign
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market, it is considered as FDI. But when a company establishes a foreign subsidiary
to deliver goods or services to home country, this is considered as offshoring.
However, with respect to services such relations are far from being clear as pro-
cesses are relocated from a home country, but then delivered to multiple coun-
tries or even globally. Frequently there is a hybrid solution when an office in a
host country delivers some services for the purposes of production units in the
same economy, but the rest is exported to third countries.

Therefore, it is more proper to treat offshoring as a part of FDI. Offshoring is a
type of FDI when there is a relocation of activities from a home economy. FDI in
this context is a broader statistical measure. It encompasses the transfer of capital
from one enterprise in a home economy to another enterprise abroad. Thus the
main role assigned to the foreign unit is irrelevant. To sum up, the notion of off-
shoring should be used in the context of FDI when a firm organises sourcing on
international scale, including home and host economies.

In order to start the analysis of offshoring it is necessary to put it in the broader
context of sourcing decisions by firms (Figure 1). There are four basic options of ar-
ranging sourcing with respect to geographical and organisational execution of
tasks. A firm can decide about conducting processes inside an organisation or out-
side its boundaries. It is the question of whether to outsource processes to external
providers. The second decision is whether to execute processes in a home economy
or source them from abroad. The focus of this book rather on the geographical con-
text of sourcing while the organisational form is of a secondary importance.

Organisationally

Internally Externally

(3]

E In-house Onshore
> T onshoring outsourcing
®
2
=
[-%

e

b .

g Captive Offshore

© offshoring - outsourcing -

o

g SSC BPO

5

<

Figure 1: Organisational and geographical array of sourcing options (source: own elaboration).
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Indeed, the economic and business literature has not been fully precise when it
comes to disentangling offshoring and outsourcing. They have been sometimes
treated as synonyms of sourcing from abroad. For example, Feenstra and Hanson
(1996, p. 1) understand outsourcing as “the import of intermediate inputs by domes-
tic firms”. However, they are distinctive processes that relate to geographic (offshor-
ing) and firm (outsourcing) boundaries (Massini & Miozzo, 2012). Even more important
is the distinction from economics point of view. Outsourcing to an external partner in
the same economy does not have an impact on the balance of payment and interna-
tional trade position of an economy. It also does not mean the loss of jobs to another
economy and other changes in the job market. Therefore in this book, the notion out-
sourcing, unless otherwise stated, means offshore outsourcing. It is also named off-
sourcing (Zorska, 2007).

From the business services perspective, the four sourcing options are not consid-
ered idiosyncratically. They are rather treated as ingredients of a business strategy.
Nevertheless, the ratio between particular elements has neither been equal nor con-
stant. Indeed, especially in recent decades the focus has been rather on the activities
conducted abroad. Less attention has been paid to whether the activities are con-
ducted within the boundaries of a firm or delegated to an external provider.

When the organisational forms of execution of white-collar services are consid-
ered, there are two basic options: a foreign shared services centre (SSC) — captive off-
shoring, and business process outsourcing (BPO) — offshore outsourcing. In this book,
unless clearly indicated, offshoring of white-collar jobs means both captive offshoring
and offshore outsourcing. There are also sections devoted to the distinction between
the two modes. Anyway, there has been the same denominator — service activities pro-
vided from abroad.

Next to the notion of offshoring comes the issue of types of activities, which can
be relocated abroad. “Offshorability” of services depends on their nature. Services
are divided into two categories: personally-delivered and impersonally delivered
(Blinder, 2007). The former category needs to be delivered in face-to-face contacts,
for example, a high-class surgeon has to be present next to a patient during an opera-
tion. The latter category, thanks to electronic means of communication, can be deliv-
ered to any place in the world, for example, computer programing. Anyway, due to
the advancement in the technology such division or at least approach to some tasks
may be modified. The example might be some tests conducted on remote surgeon
operations. On top of that comes the commoditisation of services. It means that the
provision of services became less personal and less unique solutions are provided.
In this way, the final solution for a client is a result of putting different and prede-
fined modules together.

The other approach to offshorability of services is based on the possibility of
computerisation. Tasks requiring the analytical thinking were divided into routine
and non-routine ones (Autor, Levy, & Murnane, 2003). The former category can be
easily executed by machines, which can make it faster, cheaper and without errors.
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Thus, such services are also easy to be offshored. However recently, the category of
tasks that can be processed by computers should decrease their offshorability. If they
can be executed by a computer, it should be of less importance where it is done.
Unfortunately the picture is not that straightforward. Even though computers can be
“employed” in developed countries, there is still necessity to “train” the computers,
what is frequently done by cheaper brainpower in locations such as India or CEE.

The non-routine tasks are more difficult to offshore as they require vast amount
of contextual knowledge and are frequently of discrete nature. However, a certain
level of standardisation of the cognitive tasks makes them good candidates for off-
shoring. Indeed, such tasks are supposed to be offshored to economies offering
abundant brainpower in attractive prices.

There have been extensive developments and improvements in delivering serv-
ices. It means that new categories of services have been created and it is feasible to
deliver them over large distances. More importantly, the managerial approach to
services has also changed. In fact, service activities inside firms have evolved from
discretionary type towards well-structured processes, which are in turn more sus-
ceptible to offshoring. We can conclude the better the service processes are organ-
ised within an organisation, the easier is to offshore them.

The recent evidence suggests the modularity of white-collar services (Mol &
Brandl, 2018). It means that a business process can be divided into modules, which
can be executed onshore or offshore. Such fragmentation of business activities re-
duces their complexity and make them more prone to be offshored. The knowledge-
intensive services tend to change their structure as service production became more
modular and less dependent on interactions between a provider and a client (Brandl,
2019). Such changes put services into a new context of commoditisation and mass
production. From this perspective, the offshoring may be a self-reinforcing process
(Brandl, Mol, & Petersen, 2017).

However, implementing the modularity of business services is never frictionless
or cost-free (Spring, Araujo, & Mason, 2013). Firms have to learn how to organise
the provision of services using smaller modules, what is particularly difficult in the
international environment. Additional issues in the modularity are dynamic
changes in the service provisions, what make the learning process more difficult
and requires constant adjustments.

1.2 Five waves of business services offshoring

Offshoring of services, especially those of higher knowledge content, is a phenomenon
much younger in the global economy than offshoring of manufacturing operations.
First companies moved their production to lower cost destinations already in 1960s.
This trends was supported by decreasing barriers to trade in manufactured goods.
Actually, the merchandise trade was the first area of international trade, which was
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the subject to multilateral trade agreements under General Agreement on Tariffs
and Trade (GATT) and later World Trade Organisation (WTO). The decrease in
trade barriers and possibility to fragment the production processes led to inter-
national configuration of supply chains. Manufacturing hubs in Asia contributed
greatly to the rise of offshoring of manufacturing operations and became the
“factory of the world”.

Offshoring of physical goods had profound changes on source and host econo-
mies and is still a hot political topic in relations between developed and developing
economies. There have been even proposals to reinvent manufacturing in many de-
veloped economies in order to balance the dependence on the service sector and to
boost innovativeness of economies (for example, in the UK, where the economy is
highly reliant on services, especially those internationally tradable). Less pronounced,
but of high significance are the developments in offshoring of business support serv-
ices. It was a result of the increase in international trade, application of technology to
services, and special distribution of production processes (Wilson, 1995).

The history of offshoring of white-collar services is both associated with the
structural change within economies (that is transfer of employees and value added
from one sector to another), but more importantly it is the results of the evolution
of services themselves.

The tertiarisation of economies means that services create the main portion of
economic activities, while primary sector (e.g. agriculture or mining) and secondary
sector (manufacturing) record much lower shares. The dominant role of services
have been witnessed in many developed economies for decades. Recently, however,
also the emerging economies and those considered as manufacturing hubs report
similar values. In year 2013 the share of services in the domestic product in Asia
exceeded 50% for the first time in history (Klimek, 2017).

The role of services, frequently measured as a share of employment in serv-
ices, share of services exports in total exports and share of services in GDP, increased
in major developed economies in the period 2000-2014 (Kundu & Lahiri, 2015).
However, the average share of services in exports ranges from 16.46% for the period
2000-2010 in Germany to 40.27% for the period 2010-2014 in the UK. It means that
the importance of services, especially tradable ones, varies in particular economies
and is still linked to the national peculiarities.

Nonetheless, this is not only about the macroeconomic picture. This is also a
business case presented by the largest or the most valuable corporations. Recently,
the firms with highest market values are rather in services (e.g. Amazon, Alphabet,
Facebook, Netflix etc.) than in manufacturing. This also illustrates the broader trend
that many manufacturing firms are redesigning their strategies to become more like
service firms. A jet engine manufacturer, instead of selling jet engines, charges fees
for the work done by the engines. In the same vain, car producers pronounce that
their future is to provide mobility instead of selling physical products. Such a trend is
called servitisation.
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Several decades back, the trend was opposite, when self-services were replaced
by cheap products. Gershuny (1979) brought cases when laundries were replaced
by washing machines, and cars replaced the public transport. Nowadays, the tech-
nological and social changes lead to the emergence of new services replacing prod-
ucts. All in all, it confirms that services are multifaceted phenomenon.

The changes also take place in business services. In line with Miles et al. (1995),
we argue that computer industry is a good example of a “service-product-again ser-
vice” evolution. In the onset of computers, they were too large and too expensive
for individual firms to afford them, so computing services were acquired. The tech-
nological change brought smaller and cheaper computers to most companies and
meant revolution for them. The next step in the evolution was outsourcing of com-
puter services to specialised providers. The beginning of large scale outsourcing of
IT services is dated back to 1989, when Kodak decided to use an external provider
and in literature the modern IT outsourcing was named “Kodak effect” (Vedder &
Guynes, 2013). The case of the computer industry is also illustrated by selling by
IBM (a company behind the development of personal computers) its hardware divi-
sion and focusing on software.

MNEs due to investors’ expectations, realisation of global opportunities, and
immense competitive pressure are prone to implement flexible solutions helping
them to achieve corporate goals. They also need to tap the talent pools in various
parts of the globe. Placing some or most of tasks abroad in the form of offshoring
have been one of the main trends within large international firms in recent decades.
The role of offshore outsourcing and captive offshoring can be considered as an in-
tegral element of global work arrangements within MNEs, which allow them to get
work done (Sebastian Reiche, Lee, & Allen, 2019).

The evolution of services offshoring can be divided with respect to scale, scope
and complexity into five waves (Figure 2). The history of offshoring of back office
activities is dated earlier than the common application of computers and modern
communications tools. When American Airlines established their Caribbean Data
Services in 1983 in the island of Barbados, the airline tickets for processing were
delivered by planes and the digital results were sent back by a satellite (Metters &
Veerma, 2008). The selection of Barbados was not only related to the relative prox-
imity to the US, but rather its past as a British colony. It means speaking the same
language and sharing the same heritage, when it comes to legal environment. The
issue of a colonial past is relevant for many destinations of offshoring. Besides
Barbados, which is still a part of the Commonwealth, there is also India, but even
more evidently Philippines, which were the US colony.

A cultural proximity is very important for offshoring of services, which require
frequent interactions between people in various destinations. Speaking the same
language and working in the similar legal environment make such arrangements
easier, cheaper and less risky. The issue of the cultural proximity can be also ex-
tended to CEE. It rather does not take the form of the language proximity (however,
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Figure 2: Waves of services offshoring (source: own elaboration).

German is relatively frequently used at ABS units in CEE), but rather fact that most
of the economies belong to EU and share European values.

Even earlier, in the 1970s the paperwork was sent to the Caribbean by a ship
and the turnover rate was around 4 weeks (Wilson, 1995). It meant that firms were
very enthusiastic to place some mundane work in low-cost locations. The activities
conducted there cannot described as knowledge-based or knowledge-intensive.
They do not require reasoning, but rather repeating routine tasks. Therefore the cri-
tique by Freeman (2000) of bold claims that the “knowledge based industries and
services” are crucial in ending postcolonial dependency of Barbados is fully justified.

According to Abramovsky, Griffith and Sako (2004) “in the 1980s, business serv-
ices were not a very significant industry, since most of the tasks now outsourced to
business services firms or plants were carried out within manufacturing or non-
specialised plants or offices.” From the very beginning of offshoring operations the
main focus was on captive form of delivering services. It was rather that MNEs moved
some operations to units in countries with process advantages. However, the offshore
outsourcing was also present in the first wave and firms specialising in processing
transactions for foreign clients emerged. So there was prevalence of in-house sourc-
ing. However, the rise of complexity of processes and knowledge necessary to exe-
cute them contributed to the growth of domestic and international outsourcing.

The second wave means the beginning of applying computers in offices. It shaped
the businesses in particular locations, but importantly led to new possibilities in inter-
national configuration of activities. It meant that non-core office activities could be
easier disconnected from the headquarters. There have been several important loca-
tions for offshoring of services. Again, Barbados was one of them thanks to the fa-
vourable government policies and economic stability. The subsector named “Data
processing” was the dominant in the island with the largest share of employment
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(Freeman, 2000). The same study shows that this was also the subsector with the
share of employment of women reaching 90%.

The rise of offshoring of services is directly related to the standardisation and
commoditisation of services. To make the service offshorable, it was necessary to
design it in a standard way, which could be replicated by workers in a very distant
location. Still in the 1990s many leading financial institutions in the US did not
have the process map presenting basic procedures and they were prepared as a part
of a research project (Frei & Harker, 1999). Moreover, the nature of business services
was that they were idiosyncratic to particular firms and particular workers within
firms (Metters & Veerma, 2008). This individual character made it impossible to rep-
licate services easily and made it necessary to employ workers that have the tacit
knowledge in each location.

The implementation of international professional standards and widespread of
technological standards (spreadsheets, enterprise resource planning) allowed for uni-
fying execution of many services across the world. Less stressed element of the revolu-
tion was introducing a similar curriculum at education systems in many countries.
It led to training future employees possessing knowledge applicable to interna-
tional firms and possibility to execute the business processes in various locations.
Especially in the beginning of the offshoring of white-collar jobs, the human factor
was crucial in the successful transfer of business services outside a home economy.

The increased possibility to provide services remotely was enabled by improve-
ment in communication technologies. First of all people could be connected, virtual
teams could be established, large amounts of data could be easily transferred be-
tween economies. All these combined with improvement in managerial possibilities
to oversee activities conducted in remote destinations led to geographic dispersion
of services provisions.

The presence of accountants or payroll specialist was not inevitable in the head-
quarters for the sake of information exchange or control. More important became re-
ceiving results of their work. As a result, many organisations (but still mostly the
largest) leveraged shared services. The idea in that period was integrating operations
of MNEs in different countries into centralised regional SSC (Davis, 2005).

In the third wave, the technology was a crucial element. It enabled many serv-
ices, but at the same time created some challenges. The necessity to ensure that com-
puter systems will work correctly once there is a change from year 1999 to 2000, led
to the growth of the Indian IT sector. Fixing, the so called, “millennium bug” was
simple and mundane. However, it led to other business opportunities. This wave of
offshoring development is named inclusive, because resulted in adding new coun-
tries to the list of offshoring destinations. Besides India or the Philippines, it was the
period of first investment projects in Central and Eastern Europe, or selected South
American and African countries.

This is also reflected by the percentage of firms from developed economies that
offshore business functions. Until year 2000 less than 10% of American firms
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offshored ABS such as IT or administration, however in year 2007 the value reached
almost 50% for IT, about 40% for product development and more that 30% for call
centres and administration (Massini & Miozzo, 2012). The same study provides evi-
dence that European firms were much constrained when it comes to offshoring and
although the levels before year 2000 were similar to those of the US firms, the val-
ues in year 2007 reached more than 30% for IT and product development about
20% for call centres and administrative services. This was also a period of unprece-
dented growth of offshore outsourcing as foreign providers acquired skills to pro-
vide services to large MNEs. This was also in line with the development of IT and
the need for expertise in this field.

From the perspective of ABS, the main factor of development was relying on
specialised suppliers (sometimes within the boundaries of an enterprise) of head-
quarters services. It was directly associated with the growth of outsourcing of busi-
ness services. This was also a period of the dynamic growth of the leading Indian
BPO firms like Tata Consulting Services, Wipro or Infosys (in spite of the fact that
their history is much longer).

Still in 2002 the business process offshoring was described as “a nascent indus-
try” worth between 32 and 35 billion dollars, what made around 1% of the tasks
that could be performed remotely (Agrawal, Farrell, & Remes, 2003). Therefore the
dynamic growth of the industry was expected. According to Lewin and Peeters
(2006), the offshoring of white-collar jobs was still in the early stage, nevertheless it
was not solely aimed at reducing cost, but rather at building new competitive ad-
vantages through sourcing and managing human capital internationally. The future
role of offshoring has been already highlighted. According to Dossani and Kenney
(2007, p. 787) “services offshoring has the potential to reorganise the global econ-
omy more profoundly than did the movement of manufacturing from developed to
developing countries”.

However, this was also a period, when the scale of offshoring became so signifi-
cant that attracted attention of stakeholders in home and host countries. The voice
of analysts expecting millions of jobs to be transferred from the US had also political
implications, however there was no negative change in the legislation or attitude of
companies towards offshoring. It was actually a period of flourishing opportunities
supported by the positive economic outlook in the 2000s. According to Garner
(2004), the number of service jobs in the risk to be offshored was 14 million, while
about 96 million were unlikely to be offshored in year 2000.

The fourth wave started when the Great Financial Crisis hit in year 2008 and
companies started to look for the cost reduction in a more aggressive way. Ideally,
all non-core activities should be offshored or outsourced. This resulted in a large
wave of offshoring projects to lower-cost economies. When the economic conditions
improved, the trend has not been reversed, but even strengthened by adding more
complex activities to the list of possibly offshorable activities.
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This wave could be also perceived as more globally oriented. There were three
main factors contributing to the global growth of outsourcing and offshoring of
business services: globalisation, development of knowledge-based economies, and
impact of ICT on business transformation (Zorska, 2007). The positive impact of the
internet penetration in an economy on the growth of international trade in services
has been confirmed by Freund and Weinhold (2002). According to their estimation,
the 10% increase in internet penetration led to 1.7 percentage points increase in ex-
ports and 1.1 percentage points increase in imports.

The growth of offshoring of knowledge intensive services over the past de-
cade has been also related to the decoupling of production and consumption of
services (Mol & Brandl, 2018). It means that a very important limitation of tradi-
tional services can be removed and thus increases the propensity of firms to-
wards offshoring. This also helps to overcome the issue of time differences, as
modern business services can be “stored” within the ICT network and accessed
anytime and anywhere.

The word “intelligent” in naming of the fifth stage pertains both to the rising com-
plexity of processes and technological sophistication. The recent wave of offshoring
has been more than ever about using the technology to profoundly transform MNEs.
Indeed, the technology has played a crucial role throughout the history of white-
collar jobs offshoring. It enabled to move very complex functions abroad (Figure 3).
Moreover, the technology has never been as integrated and overwhelming the busi-
ness support functions as it is now. Out of the five milestones in the development of
the offshoring, the last one seems to have the largest implications. During the first
four stages, the offshoring was rather understood as moving abroad activities and
jobs. In the last stage activities are still moved abroad, however new jobs in a host
economy do not have to be created. The tasks in the fifth stage can be conducted by
bots (specialised software) with a minimal input from human beings.

Offline Connected Inclusive Inevitable Intelligent
(1970s/1980s) (19905s) (2000s) (after 2008) (2015 onward)
- Office tasks - Office tasks - Office tasks — WinoeiEs g - Office tasks
~ Information = Information SORORTEON — Information
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Figure 3: Waves of service offshoring by functions (source: own elaboration).
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This again happens thanks to the standardisation, machine-oriented design of
processes, and widespread use of technology. If we add the truly intelligent sol-
utions based on artificial intelligence, a bot does not only execute the pro-
grammed tasks, but also “thinks” how to perform them in the most efficient
way. More and more firms apply robotic process automation solutions and it is
really difficult to find a single case of a company that stepped back. Even though
the application of automation is not easy and there are many failures, it does not
mean that firms are resigning after initial problems. The situation of offshoring
may be significantly altered by the rising importance of automation of white-
collar tasks.

1.3 Potential economic gains due to service offshoring

Offshoring of services is the economic phenomenon, which is highly divisive when
it comes to the conclusions about its impact on a home economy. Supporters of off-
shoring claim that besides improving productivity and profits of firms engaged in
offshoring, it also brings positive outcomes for workers by increasing wages and
employment.

The opposite perspective on offshoring underlines millions of jobs transferred
abroad and the race to the bottom when it comes to wages. Unfortunately, the con-
clusions regarding offshoring differ frequently due to the methodology applied. In
this chapter we do not take an unequivocal position, but try to present various ap-
proaches and comment on the research methods that were applied.

Countries, which are prime locations of offshoring, are pictured as “winners” of
the globalisation and fragmentation of business processes. Thanks to various ad-
vantages the countries are able to attract the footloose global companies, which
will create thousands of jobs in shining skyscrapers. This would be an idealistic pic-
ture of the phenomenon. Conversely, the “winners” of offshoring from emerging
countries are accused that they are “stealing” jobs from developed economies.

Although outsourcing and offshoring of services attracted less and later attention
of policymakers and the public than offshoring of manufacturing (e.g Feenstra and
Hanson, 1992; Bernard, Jensen and Schott, 2006; Ebenstein, Harrison, McMillan and
Phillips, 2014), the concerns are touching new spheres, like data protection, privacy,
quality of human capital or even the aspirations of the entire social groups. The
white-collar jobs have been associated with the middle class in the industrialised
economies. The shift of white-collar jobs towards emerging economies means also
offshoring the prosperity of the middle class.

There are positive effects for a home economy due to offshoring of services.
“Service offshoring has important policy implications because of its relevance for
both service and manufacturing output as well as for connecting production stages
in GVCs” (Atkins, Gilroy, & Seiler, 2019). A study of an early stage of offshoring
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found that in the period between 1992 to 2000, the service offshoring increased la-
bour productivity of 10 per cent in the United States, while offshoring of manufac-
tured goods contributed only to 5 per cent growth (Amiti & Wei, 2006). A recent
study for the German economy confirms that offshoring of services increases em-
ployment in firms (Eppinger, 2019). Moreover, the results were positive both for
newly offshoring firms and those engaged in the process for many years.

Consequently, the study for the UK provided no evidence that international ser-
vice outsourcing is harmful for the jobs in the economy (Amiti & Wei, 2004). They
argue that thanks to rising efficiency due to outsourcing, the companies can increase
employment in the same sectors. However to confirm this point, they employed
broadly defined sectors. It means that when the sectors are narrowly defined there
might be net loss of jobs, however then new jobs are created in a similar sector.

The economic outcomes of offshoring vary across economies. It is more than a
simplistic division between advanced and emerging economies. Even within the
group of advanced economies, there are those which gain due to being simulta-
neously a source and a host of offshoring processes. A good example is the UK,
where many firms move processes abroad, but at the same time many foreign firms
offshore their activities to the UK (Abramovsky, Griffith, & Sako, 2004). However,
the total number of jobs cannot be the only indicator. It is important to investigate
skills, roles and geographic distribution of the jobs relocated abroad and attracted
to the economy.

1.4 Potential economic losses due to service offshoring

There is ongoing debate about the negative impact of offshoring of white-collar jobs
in developed countries. Especially in the US, where many American firms and even
public institutions offshored jobs, chiefly to India. Especially the latter case became
a political issue. The discussion in the US gained momentum around year 2002,
when some of the US states considered bills forbidding outsourcing of the public
services to foreign providers (Kirkegaard, 2003). However, the discussion returns in
almost every strategic discussion about the economic policy in the US. Offshoring
of manufacturing processes to China and the perceived injustice in the bilateral
trade relations, was the main theme of the presidential campaign by Donald Trump.
Later it took a form of an open trade war between the two economies. Somehow in
the background of the discussion was also offshoring of white-collar jobs, but this
time the target was India.

Which countries are the main sources of offshoring of business services? The
intuitive answer should be that developed economies are sourcing their services to
less developed economies. There are also millions of people in jobs threatened by
the offshoring. According to van Welsum and Vickery (2005) around 20% of total
employment in selected OECD countries could potentially be affected by global
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sourcing of services. For German manufacturing firms involved in services offshor-
ing there was a decrease in the demand for white-collar workers between 0.1 and
0.16 percentage points in the period 1995-2004 (Winkler, 2013).

The evidence for Austria confirms that outward FDI to lower-cost countries
of Eastern Europe hurts both employment and wages in the home economy
(Onaran, 2012). The results of the analysis were robust both for low-skilled and high-
skilled employees. However, there was one positive effect for services’ wages due to
the scope and skill-upgrading effect. It means that it is difficult to establish a direct
link between offshoring and economy-wide effects. Moreover, the positive effects in
services are in line with the expectations that offshoring will promote activities of
higher value in a home country, while the lower-value operations may be offshored.

But this is not the case for all rich economies. The Japanese firms, which oc-
cupy an important position in the global market, are quite reluctant to offshore ser-
vice tasks (Tomimura, Ito, & Wakusgi, 2013). This may be partly explained by the
expected gains from relocating operations abroad. Offshoring of physical goods has
been confirmed to have a positive impact on the productivity of firms, while the im-
pact of services offshoring on the productivity of Japanese firms has not been un-
ambiguously identified (Todo, 2013).

The issue of offshoring of business services is also important because of the rel-
ative ease of moving services abroad comparing to the manufacturing operations.
Services can be relocated at lower sunk costs. For example, HSBC, a bank headquar-
tered in the UK, decided to open at least 15 global service centres employing around
25,000 people in Asia due to low costs of investment and substantial savings in high-
cost economies (BBC, 2005). The cost of setting up one service centre was about USD
20-30 million, while the bank expected savings of USD 20,000 per job offshored.

The cost of abandoning service operations in a home economy are relatively
lower comparing to closing down a production unit. Moreover, the measures of
services and manufacturing are different, what means that services are bytes of
data instead of tonnes of goods. White-collar offshoring can also occur more rapidly
as the progress in IT is faster than that of manufacturing. It means that we have
experienced the erosion of manufacturing in many industrialised economies for deca-
des, however relocating the white-collar jobs has been highlighted only recently.

When the employment is divided into three sectors: manufacturing, low-skill
services and high-skill services, the positive impact of offshoring on the job market
is the most significantly reduced in the last category — 38.3% (Burnett & Cutler, 2018).
They argue that total employment in an economy may rise due to offshoring, however
the large loss of permanent jobs in high-skilled services should be addressed by poli-
cymakers. These results are in line with the fears related to the loss of white-collar
jobs in advanced economies. Such a large loss of permanent jobs in professional serv-
ices may impact the middle-class, as such services have been associated with it.
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A frequently applied method of detecting the impact of offshoring on a domestic
job market is the analysis of changes in employees’ occupations and incomes. If
there is a positive change in any of these values, it proves the positive effect of off-
shoring and vice versa. However, the loss of jobs due to offshoring is difficult to mea-
sure (Garner, 2004). Chiquiar, Tobal and Yslas (2019, p. 188) put it this way “the lack
of widely accepted measures and definitions of service tradability, the absence of
high-quality data on service trade flows and the difficulty of measuring import
competition at the occupational level are hampering progress in the literature.”

The negative effects of offshoring have also been investigated using the level of
tradability. When the tradability of services declined, which means less offshoring,
the effects on wages and employment switched from negative to positive (Tobal, 2019).
Tradability should be linked with the electronic transmission of services. Indeed, any
service that can be transmitted via communication tools is prone to being offshored
(Metters, 2008).

When we analyse the index of propensity to offshoring, not low-skilled jobs are
in top positions, but rather those requiring some skills (Table 1). The analysis is

Table 1: Top 15 jobs by the propensity to offshoring (source: own
elaboration based on Blinder, 2009).

Occupation Propensity
Computer programmers 100
Data entry keyers 100
Electrical and electronics drafters 98
Mechanical drafters 98
Computer and information scientists, research 96
Actuaries 96
Mathematicians 96
Statisticians 96
Mathematical science occupations, all other 95
Film and video editors 95
Medical transcriptionists 95
Telemarketers 95
Telephone operators 95
Proofreaders and copy markers 95

Numerical tool and process control programmers 95
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limited to the United States, however it is important for understanding the situation
in offshoring, as the economy is main source of FDI in business services in many
locations, including India, the Philippines or CEE. The offshorability does not de-
pend much on the level of qualifications, but rather on the use of technology and
communication tools. In the category of offshorable jobs, there are actually those
that are included in the offshoring of ABS. Out of 15 jobs, 11 can be included in the
business services. It means that belonging to the business services category makes
the job offshorable.

The results for an economy due to offshoring have been well documented in
the literature, however the gains and losses are not equally distributed within the
economy (Brainard & Litan, 2004). It means that certain category of employees or
certain areas are net losers, because they are directly affected and the profits are
spread among other categories of citizens.

In spite of many studies it is difficult to state equivocally that offshoring of jobs
is harmful for the job market in a home country. Even if there is a loss of jobs in one
category of services, it may be offset by the rise in another category. In the case of
the US IT market some low-skilled IT jobs were lost, but on the other hand more
jobs requiring higher skills were created (Kirkegaard, 2003). Moreover, it is not pos-
sible to confirm that some occupations were lost only due to the economic situation,
but also the technology change should be included (Kirkegaard, 2003). Even if some
numbers of jobs affected by the offshoring are published, they are far from being
accurate. According to various estimates in the beginning of 2000s there were be-
tween 150,000 and 250,000 layoffs a year due to offshoring (Brainard & Litan,
2004). Later studies confirm only slightly adverse effects of offshoring of serv-
ices from the US to China and India (Liu & Trefler, 2011).

There are also arguments that receiving many offshoring projects does not bring
solely positive results to a host economy. Main challenges of offshoring include in-
come inequalities, uneven development, a gap between rural and urban areas, con-
strains in infrastructure and access to social services (Bardhan, Jaffee, & Kroll, 2013).
On top of that, the positive impact of service offshoring on host economies may be
overestimated. In the case of South Africa, which focused on service offshoring as a
source of development, it was disappointing to see “‘relatively low-skilled, low-
technology activities with limited scope for cumulative productivity increases and
negligible potential for generating foreign exchange” (Tragena, 2010, p. 21).

There are various ideas, how to limit the offshoring of jobs. Simple legal restric-
tions may not work and they may be wrongly addressed. Actually the issue cannot
be how to stop the creative destruction, which is the foundation of the innovation.
The real challenge is how to adapt the local job market to the dramatic technologi-
cal changes occurring every day.

There is, however, the other side of the offshoring of white collar occupations.
Most of studies applied the approach of services being transferred from rich to
poorer countries. The missing piece is the potential transfer of new tasks between
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rich economies. It means that estimated net loss due to offshoring may be much
smaller. Especially when we analyse large developed economies being large export-
ers of services.

1.5 Contemporary forces shaping business services offshoring

There have been numerous changes in the global economy in recent years. From the
perspective of MNEs, the large number of cross-border or even domestic mergers and
acquisitions induced business transformation. Frequently, after joining two compa-
nies together there was a necessity to combine their departments of finance or HR.
A frequently chosen solution was one of the offshoring modes, such as shared serv-
ices or BPO. Besides removing duplicated functions within the new structures of the
organisation, it should also lead to increased efficiency and lower costs.

Anyway, after the large growth of offshoring activities by MNEs, due to changes
in the global landscape, there are concepts of reintroducing some processes into a
home economy. Indeed, the issue of reshoring or backshoring is on the rise. Again,
the changes are more profound in the case of manufacturing. Trade barriers, which
were lifted after the Second World War (regional free trade agreements such as NAFTA,
universal trade agreements such as WTO, or integration areas like the European
Union), started to rise again recently (renegotiation of NAFTA, lack of progress in
global trade talks, Brexit). It all has a big impact on international trade (and sup-
ply chains) in the case of physical goods.

The situation is slightly different when we analyse efforts of WTO in services.
General Agreement on Trade in Services (GATS) was a result of trade negotiations
of the Uruguay Round and entered into force in the beginning of 1995. However,
according to some studies, the liberalisation promised by the agreement has not
been achieved (Francois & Hoekman, 2009). Anyway, the rise of technological ca-
pabilities and intangible nature of knowledge-based services make restricting their
international exchange more difficult. However, there have been recently intro-
duced barriers to trade in services, for example limits of visas for natural persons
providing services abroad, and they should be included in the design of global
sourcing strategies.

The new context of offshoring has been recently provided by the political envi-
ronment. For decades, the rise of globalisation was shaping international coopera-
tion. Since a few years, with the milestone in year 2008 when the Global Financial
Crisis hit, the sentiment towards globalisation is much more reserved. Actually the
mainstream politicians build their political capital on promises of less globalisation
and more protectionist approach. Donal Trump, the president of the United States —
the main economy engaged in offshoring of manufacturing and services activities,
regularly delivers cold rhetoric regarding the globalisation. There are also moves
towards more isolationism of the US. China has been the main target when it comes
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to manufacturing, India is a natural choice, when it comes to the white-collar jobs.
However, due to geopolitical issue, the relations with India has been officially kept
in the correct shape.

European integration is also weakened by the Brexit. On the one hand, the
British economy is an important element of the global supply of services, but on the
other, the economy is heavily dependent on services. When it comes to the impor-
tance of services, special attention should be paid to the business support services
and financial services. However, due to Brexit thousands of jobs has been already
lost. It also means the shift of jobs to other European economies is inevitable.

There is also a mounting pressure on largest MNEs to keep as many jobs as pos-
sible in their home economies. The negative publicity of offshoring has its implica-
tions in perception of the business issues by managers (Maloni, Swaim, Mutlu, &
Wermert, 2019). There have been many businesses, which do not support or are
even against more offshoring in the global economy. In general, from the business
perspective, there is a more cautious approach towards offshoring, as the opposi-
tion towards relocation of processes is broad.

However, the situation is so dynamic that it is difficult to predict the ultimate
effects of the changes. Already in the beginning of the 21st century Sambharya,
Kumaraswamy and Banerjee (2005) concluded that “only those MNEs that can for-
mulate and effectively implement strategies and structures consistent with these
new demands for openness, transparency, and trust will survive and thrive in the
increasingly borderless and time compressed age of IT and the Internet.” Nowadays,
the rising importance of the dynamically changing technological environment puts
more pressure on MNEs and they need flexible solutions and expertise. Therefore the
rise of advanced business services, which can be offshored and outsourced, fit those
conditions perfectly.



2 Conceptualisation of advanced business services
and offshoring

2.1 Advanced business services and knowledge intensive
business services

White-collar jobs have been considered as based on specialised knowledge. Therefore
it is natural to refer to them as knowledge-intensive services (KIS) or knowledge-
intensive business services (KIBS). KIBS have been defined as “mainly concerned with
providing knowledge-intensive inputs to the business processes of other organisations,
including private and public sector clients” (Muller & Doloreux, 2009). Probably, the
most frequently used characteristics of KIBS have been proposed by Miles et al. (1995),
who define them as:
“rely heavily upon professional knowledge;
— either are themselves primary sources of information and knowledge (reports,
training consultancy etc.);
— or use their knowledge to produce intermediary services for their clients’ pro-
duction processes (e.g. communication and computer services);
— are of competitive importance and supplied primarily to business”.

The definitions were prepared over a decade ago and need an update taking into
consideration the progress in technology and changes in the strategies of compa-
nies towards offshoring and outsourcing of knowledge-intensive tasks. Moreover,
new types of business services emerged and were not included in the definitions.
Additionally, KIBS have been treated as a part of “production process”. There is a
natural connotation with the manufacturing sector, what means that services are
subordinated the production processes. Already in the late 1970s and early 1980s
the role of so call higher-order producer services (HOPS) became crucial for Western
economies (Coffey, 2000). Anyway, it is possible that the “production process” is un-
derstood as any kind of business activity that is aimed at making something, thus it
can be also a service.

Miles et al. (1995) point at potential sources of the rise of KIBS. Among others,
the business services firms are results of “spin-off” of services from larger organiza-
tions. This is related to the specialisation of new firms and possibilities to offer their
services to wider range of clients, not only internally. Moreover, the changes in
firms lead to structural reorganisations and some non-core activities were con-
tracted out.

KIBS have played a significant and documented role in the development of
economies, regions, cities, and companies. For instance, broadly defined business
services have positively contributed to the competitiveness of other enterprises
(Commission of the European Communities, 1998) and they have also become key
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advantages of companies operating in other industries. KIBS firms have also been
very innovative because of high average innovation intensity (Kam & Singh, 2004).
Some also argue that improving competition conditions for the business services
firms may have positive impact on the global position of the European economy
(Roberts, 2003).

The definition and approach of Miles et al. (1995) does not encompass reor-
ganisations that are aimed at consolidation of services within firms. These are fre-
quently traditional professional services like accountancy, marketing or legal advices,
which are not technology-based. This is the main characteristics of captive offshoring
units. They were not originally technology-based, but they were technology-enabled. It
means that thanks to the technology, firms could move support activities closely re-
lated with core-activities to distant locations. Moreover, they could organise a unit that
serves function to many international locations.

KIBS and white-collar services are not perfect substitutes. Especially, when ad-
ministrative or financial functions are embedded into a firm and spread across
many units. What has changed recently, is that many of the business functions has
been centralised and became the subject to dynamic technological changes. It all
led to creating the new categories of business units, functions, and tasks. Therefore,
it is necessary to introduce a new conceptual approach, which adapts benchmark un-
derstanding of KIS and KIBS to business reality.

Also a new naming is required to distinguish from the traditional understand-
ing of business services with the high knowledge content. The notion of advanced
business services (ABS) best describes the specifics of modern business functions
and their organisation with respect to international division of labour. In the struc-
ture of ABS we can distinguish both domestic and foreign-owned enterprises. The
majority of firms are foreign-owned, however there are also domestic firms that
focus on establishing services centres.

The definition of electronic commerce can be also used to contextualise ABS.
According to WTO (2020) the electronic commerce is understood as “production,
distribution, marketing, sale or delivery of goods and services by electronic means”.
ABS could be also included in this very broad definition, however our focus here is
more about the flow of data globally.

There have been the evolution of the notion of KIBS. It happened mostly due
to the new opportunities for trading information-driven services across borders.
Originally, KIBS were understood as local businesses, capable of creating knowl-
edge, are selling their services to other firms. Frequently, there was a need for
face-to-face contacts. Since the advancement of technology and emergence of new
forms of organisations of firms, KIBS are undertaken within MNEs.

In the inception of the discussion on KIBS, they were seen without the context
of international flows. Moreover, the analysis of location of ABS was predominantly
focused on the geographic or regional development point of view. However, the rise
of the communication technologies and improvement in management practices put
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KIBS into international context through offshoring. Actually, offshoring was a great
milestone in the development of KIBS. Therefore, it is important to refer to KIBS
that are enabled through offshoring as ABS. Despite the fact that ABS share many
features with KIBS, it should be pointed that not all offshore supporting functions
are knowledge-intensive. Moreover, the context is changing due to the automation
and introducing artificial intelligence.

After studying the literature related to KIBS, it is surprising that the role of
MNEs and FDI has been almost neglected. In most of the contributions there is no
link between KIBS and international operations of MNEs. Even if the interactions
between them are put into the context, it is rather assumed that KIBS firms and
MNEs exist next to each other. KIBS are frequently treated as a facilitation tool for
international business. We argue that KIBS firms would not exist without MNEs
not only as clients, but also as providers. KIBS is not only about outsourcing or
offshore outsourcing, but more importantly about captive offshoring. It means
that MNEs do not only purchase knowledge-based services from external partners,
but produce them within their own boundaries. We assume that KIBS are results
of international operations firms, therefore it is necessary to analyse them in con-
nection. We think that thanks to such an approach we will fill an important gap in
the literature.

There may be a discussion if ABS are synonyms of KIBS. We argue that yes, but
several distinctive characteristics of modern business services have to be included:

— International context,

— Footloose nature,

— Codified knowledge,

— Prone to automation,

- Enabled by technology,

— Embedded into business operations.

2.2 Classification of business services

The phenomenon of business services is not new in the economic and business anal-
ysis. Anyway, their understanding and thus classification is ambiguous. It brings nu-
merous challenges to measurement and statistical analysis of services (Klimek &
Sass, 2019). The issue of classification of services is mainly related to their intangible
nature and dynamic evolution of their provision. This is particularly the case for in-
ternationally tradable services and those of high knowledge content. Delineating be-
tween various categories of services is then necessary to analyse business operations
of firms. Moreover, the classifications of services has been frequently based on the
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methodology built for classifying manufacturing operations (Silvestro, Fitzgerald,
Johnston, & Voss, 1992). They distinguish:

— Professional services,

— Service shop,

— Mass services.

The top category above is characterised by, among others, high input of human efforts,
long contact, and discretion. However, thanks to the organisational and technological
developments in recent years, the understanding of professional services does not
have to include those elements, as some services can be executed without personal
contacts, while the customisation can be achieved by using commoditised modules.

The use of official statistics in understanding of offshoring of knowledge-intensive
services is of limited help, as advanced business services do not perfectly fit into any
category of business services. From the perspective of classification, ABS are hybrids
of several categories of services. The approach by analysts and officials vary between
economies. Even in the case of V4 economies, there are significant discrepancies in
naming and methodologies applied to comprehend these services.

Consequently, we aim at bringing the official classifications as close as possible
to the business reality. The starting assumption about the classification is that it
should bring the context of international tradability to knowledge-intensive business
services. Thus, modes of international provision of services based on the regulations
of WTO are linked to the operations of ABS firms (Table 2). Knowledge-intensive serv-
ices, due to flexibility and complexity of their provision, do not fit only in one mode.
The most relevant mode to deliver ABS is “Cross-border supply”, which is directly
related to the transfer of services across borders. This is the dominant mode of

Table 2: Four modes of supply of services and their relevance for offshoring
(source: own elaboration).

Mode Description Relevance for offshoring
Cross-border Flows of services from one economy into High - the main mean of
supply another economy transmission: telecommunications

Consumption Service consumer moves from one economy None

abroad into another economy in order to be served

Commercial ~ Service supplier from one economy Low — most operations of ABS units

presence establishes its presence in another are designed to be delivered outside
economy in order to provide services a host economy

Presence of  Persons from one economy enter into Low — only in rare cases employees

natural another economy in order to provide of ABS units move to another

persons services economy to provide services
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offshoring units, which provide services to clients in other economies. It does not ex-
plain the operations of service centres, but rather focuses on the link between a ser-
vice unit and its clients. Thanks to possibility of transferring services across borders
it was possible to established centralised units, which can deliver their output to al-
most any place in the world. This is enabled by the communications links.

To some extent, firms providing ABS operate in a host economy to be closer to
clients. The establishment of a company abroad (mode: “Commercial presence”) is
typical to firms providing outsourcing solutions and their aim is to follow customers.
Large international service providers (e.g. Indian Infosys or French Capgemini) have
their units in the key markets for their customers. When providers of services send
their employees to work on assignments abroad, it is directly related to the mode:
“Presence of natural persons”. Those two modes are frequently applied by the same
group of firms belonging to the offshore outsourcing category.

Before proceeding to details of the taxonomy of ABS, it is crucial to present
their position within services. In doing so, the key approaches to the classification
of services will be presented. According to the benchmark International Standard
Industrial Classification (ISIC) there are four main categories of services:

— Trade, restaurants and hotels,

— Transport, storage and communications,

- Finance, insurance, real estate and business services,
— Community, social and personal services.

ABS can be considered within the third category above. However, the group is much
broader, so ABS constitute merely a subset and require introducing further features
allowing to distinguish them from other business services.

ABS, but also business services in large, have been considered as auxiliary opera-
tions to key corporate function. From the business perspective, it is important to distin-
guish two types of functions: core activities and support activities. The first group
comprises of primary activities of an enterprise and yielding income (Eurostat, 2019).
The same source enlists some of the secondary activities supporting the core functions:

- ICT services

— Administrative and management functions
— Engineering and related technical services
— Research and development

— Distribution and logistics

— Marketing, sales and after sales services

— Other support functions.

The top four types of services presented above are those included in the group of ABS.
It means services of high knowledge content dominate the support activities. Moreover,
they are subject to the vast internationalisation by applying arrangements allowing to
deliver those services abroad either within or outside the boundaries of a firm.



2.2 Classification of business services = 29

Classification by the Eurostat (2016) divides knowledge-intensive services into

four categories:

High-tech knowledge-intensive services

Knowledge-intensive market services (excluding financial intermediation
and high-tech services)

Knowledge-intensive financial services

Other knowledge-intensive services

The services of our interest are present in the statistic classification in the first and
the second group. However, we cannot treat the groups as directly corresponding to
KIBS. Even within a short period of time there was evolution of approach towards
business services (Table 3).

Table 3: Business services according to NACE code (Rev. 1.1) (source: own
elaboration based on Eurostat, 2009).

NACE code

NACE code 72: computer and related activities

72.1 Hardware consultancy

72.2 Software consultancy and supply

72.3 Data processing

72.4 Database activities

72.5 Maintenance and repair of office, accounting and computing machinery

72.6 Other computer-related activities

NACE code 74: other business activities

74.11 Legal activities

74.12 Accounting, book-keeping and auditing activities; tax consultancy

74.13 Market research and public opinion polling

74.14 Business and management consultancy activities

74.2 Architectural and engineering activiti