Latin America’s
emergence in
global services

A new driver of structural
change in the region?

René A. Hernandez
Nanno Mulder

Karina Fernandez-Stark
Pierre Sauvé

Dorotea Lépez Giral
Felipe Mufioz Navia

Editors

UNITED NATIONS

Economic Commission for Latin America and the Caribbean (ECLAC)
Santiago, Chile, March 2014

world

trade german
institute  cooperation
DEUTSCHE ZUSAMMENARBEIT

INSTITUTO DE ESTUDIOS
INTERNACIONALES
UNIVERSIDAD DE CHILE




Contents

FOreword ...t s s 9
INEPOAUCHON ..ottt bbb bbb s bens 13
Chapter I
International service tradability: Understanding the offshoring
Of SEIVICES wvniviiiiiisiiiiriis ettt sae bbbt eranes 39
ADSETACE ..ttt bbb e 39
INtrOAUCHON ..crmirtcceci bbb s bsas 40
A. Service firm organization models........ccocovericrveinniiiinncnnnn, 41
1. The flexiform model........cccoooviniirnniiinieineseeens 41
2. The servuction model ... 42
3. The Internet model.........oovviiiiiiieiiiennenon 43
B. Mechanisms of service offshoring ........ccevvvvneiieninnirnennnns 43
1. Geographical and organizational dispersion of firm............. 44
2. International relation modes and types
of delocaliZation........oviiiiiriiniineesense s 47
C. Determinants of the Movement of Services ............ccouvvenreucnnens 50
1. Infrastructure and urban CENtIES........ccovvivnriirieniieiisesennnns 52
2. The supply of productive resources at
COMPELItIVE PIICES vttt 52
3. Attractiveness of local demand .........ccocevvevneiriniinneciieenninnnns 54
D.  CoNCIUSION...civiiiiriiiiniiicii et saessns 55

BibLIOGIAPRY cuvevversercieciniiniiniieisrise et 56



Chapter II
National innovation systems and learning, upgrading and
innovation in services GVCs: Lessons from India,

Ireland and Bastern EUIOPe. ..ot
ADSETACE 1ovvviseece ettt st
INErOAUCHON ettt
A. The link between national innovation systems and

upgrading in services GVCS ..o
B, Method .ot
C. RESUIS. et
1. Institutions related to human capital...........cccocrneve.

2. National science, technology and innovation
1e8€arch SYSteIM .....cuv vt
3. Industrial SrUCHUTE....c.cccvveviviriireiire e,
4, Importance of national demand...........cocooviviernnenn.
5. Intellectual property protection...........ccoeeoveeecrencees
D.  CONCIUSION. co.eeviririreiieienriersisierssssse et st st
BibHOGIAPRY ..covveveririitetie e

Chapter 1II

When SMEs think about delocalization: Theoretical issues ...........
ADSITACE ..t s
INEFOAUCHON ...cevcirre ettt
A. Pinning down delocalization........cecuviecrernnricinnninecnnnns
B. Management policy and international expansion........

1. Delocalization and cost savings .......cccceeveveerereneennnns
2. Stepping stone to multinational status.....................
C. The uniqueness of SME management.............c.cocooeninnes
1. ProxXimity ....coeoinniimsiniiinmsinisscensciieisiseesecreasens
2. Niche strategies..........coovunireinninniininisinssans
3. Restricted access tO resources .........coocvevreverieenennen.
4. Decision-making and the institutional context .......
D.  Conclusion.........ccecenennniesneercees e
BIbLIOGIaphy ..ot
Chapter IV
Promotion policies for services offshoring: Global analysis
and lessons for Latin AmMerica.........cumiieniiicieneccnereeene
ADBSEIACE vttt
INtroduction ... e
A. Opportunities for developing countries within
SerViCes GVCS ...ttt

B. Policies to promote exports and investments in
the 5ervices SECtOr ........ccovciemeecstinienrese e
C. Conclusions and lessons for Latin America ..................
HDLOGIAPRY ..vvvvvvivevi vttt

APPENAIX cotvitiiiiiiiii ettt

ECLAC



Latin America’s emergence in global services... 5

Chapter V
The Colombian outsourcing and offshoring industry: The effects
of institutions and agglomeration eCONOMIES..........coeuveurvirriireceiencrenrnunnes 137
ADSITACE .ot s 137
INtroduction ..o 138
A, Literature reVIew ... 139
1. Institutional theory ... 140
2. Economies of agglomeration ........eoenivemnesiiinecsiieens 140
B. The roles of institutions and agglomeration economies
IN COlOMBIA ..c.orrirriirtiicn s 141
1. Regulative institutions ..., 142
2. Normative institutions........ccocovvnneiniiiinieen 142
3. Cognitive INSHEUHONS ......cvvirimirrreeeersrs s 143
4. Agglomeration economies in the outsourcing
and offshoring sectors in Colombia .......cc.cccouvrvinnrenviciiinnns 144
C. Acase study of Medellin.........ccooooncrvinmninccncrcccenens 144
1. Formal and informal institutions in Medellin.................... 145
2. Agglomeration economies in Medellin......c.......cccevunnnnenn. 146
3. Agents of institutional change and entrepreneurship ........ 147
D. Discussion and implications.........oevimiieeinesinn 149
E.  Concluding 1emarks .......c.ooevvimremeierisrssnneinsis e essssssnseneens 150
BIbLIOGIAPIY ...vvveviniiiienii ettt 152
Chapter VI

Service multinationals in Costa Rica’s free trade zone and their

linkages t0 10cal SUPPLETS......ccriririinmriinriieii et cines 157
ADSEFACE .ottt 157
INEFOAUCHON .ttt st aees 158
A, LIterature TEVIEW .........c.ccvvvcmrrruccrensssie st sseensssssssssessens 160

1. Service companies: back office, contact centres
and shared ServiCes ........cocicninirii e 160
2. Foreign direct investment and backward linkages............ 161
B. Main characteristics of the service sector in Costa Rica ......... 163
1. Where do the MNCs come from?......ccorieeeririneniions 165
2. When did they establish themselves in Costa Rica?.......... 165
3. How many workers do they employ?.........cccoouevvrrvivrnrnnee 166
4. What is the nature of their local purchases?............coccuu... 167
C. Model specification and estimation........cccoevevereicvenrieennnnn. 170
1. Estimation methodology .......ccomeccrniceiennnernirecnens 170
D.  ReSUIS .ot 171
E.  CONClUSIONS. ..ot sisesesessssont 172

BibLIOGIAPRY cvveveemreiseriserasisseeisisissiscesseesssssscsssncsssssissesssessasssssisssssons 174



ECLAC

6
Chapter VII
Information technology enabled services in Chile:
A new export NCHE? ... 177
INErOAUCHON ..ottt sttt 177
A. The development of IT services in Chile ..o 178
B. The sophistication of IT services: conceptual framework ........ 180
C. Questionnaire: development and results..........cccooovirnennenn 182
1. IT-enabled SEIrVICES ......occoveireierireieieeeeerse e rsenenins 183
2. Sophistication level of IT S€IVICeS ........oveuriecviiinianisiniiinnes 184
3. IT @XPOLLS vttt 186
4. Success factors in IT service eXports.........oeevveeinninicnionns 188
5. Main barriers to the development and
internationalization of IT services.........ccooovnireennnninnn, 189
D. Promoting IT Services .....coiecorinnninnincncnsne s 190
E. Final considerations........inrniiiiinniisniesessnssissscennnsens 191
BibLOGIraphy ....cvvceiriiiicmrtinsr et 193
APPENAIX ..ottt 195
Chapter VIII
Scientific-technical services for the pharmaceutical industry
I MEXICO ittt 197
INtrOAUCHION .ccvvieviicr e 197
A. Scientific-technical services as advanced industry-
specific vertical activities.......cocovurriiiinicinncn 198
B. The pharmaceutical industry and the new paradigm
in drug diSCOVErY ... 200
C. Research services rendered by the health sector to
the pharmaceutical indUStry......ccccoovviinicevievncciciei 206
D, ConCHISION. ...ttt st 211
BIDHIOZIAPIY 1.vovivreeeeiieerecccnecneee ettt eerenaenens 212
Chapter IX
Winning through specialization: The role of the business model
IN VAI@ CTRALION ....ooevee ettt sb e 215
ADSETACE oot e 215
INtrOdUCHON ... 216
A.  Conceptual background ..........cocoeveiinesiinereesieeseesesseeenee 217
1. Business model ... 217
2. Value Creation..........cccriercvensesrnnseiesesssessessssseessessssessenes 221
B.  Data and methods.......cccoeineevirnrncinnnniieenees s rsssieeens 223
C.  Insearch of value creation ........c.ceronrenrorroseronsrsessseeeces 223
1. The COMPANY ..ot sseerasesenseseines 224
2. The business MOdel............covvurevreemeerirnmrnsiiesssserseesssesesiens 225
3. Value Creation............cocueecencrnrcssisnnsissssssssens s esssessis 227
4. Performance iNAiCatOrS ..o eercmmriesseinnseressieseensesecsssenennes 228
D, DISCUSSION .ottt et ss s cnaes 229
B1bhography .......................................................................................... 230



