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Abstract. Due to increasing globalization and multinational corporation interest to operate in cost-efficient way,
outsourcing and shared service centre creation trend has increased growth of business service centre (BSC) sector
globally as well as in the Baltic region. Based on multiple favourable reasons, use of outsourcing and shared
service centres have become an operational strategy for many organizations, driven by company’s ability to
benefit from economies of scale and process transfer to less expensive locations. Baltic States represent one of
the most attractive destinations for BSC expansion compared to other European Union (EU) countries. BCS growth
in the region can be explained by it's educated, cost-competitive workforce, advantageous geographical location,
language proficiency and IT infrastructure as well as attractive economic and business environment. Currently
Baltic States demonstrate advantage among other EU Member States in the development of BSC sector, but
crucial role is played by institutions in each of the mentioned countries. Institutions in Latvia have identified
several priority sectors in terms of foreign investment attraction, while Lithuania has indicated BSC sector as their
priority field but Estonia is more focusing on IT and start-up environment development.
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Introduction
In today's dynamic environment, various processes are affected by globalization and technological

development, thus changing the structure and organization of different systems, which are mainly
influenced by the availability of information and its exchange within a short period of time. As many
activities can be done remotely, the need for physical proximity is diminished. Due to mentioned
aspects as well as company’s interest to operate in cost-efficient way, the use of outsourcing and
shared service centres has become a common trend and increased business service centre growth
globally as well as in the Baltic region. In this context, term BSC includes three organizational models:
shared service centre’s (SSC’s) business process outsourcing (BPO) and Information Technology
Outsourcing (ITO).

The aim of the paper is to describe and evaluate factors contributing to the development of
business service centre in Baltic Region in the context of European Union. Research object: factors
facilitating business service centre growth. Research object includes following factors - average
hourly rate, foreign language knowledge, educational attainment level and comparison of countries
by business environment attractiveness. To obtain a broader view of the subject matter an expert
interview was conducted. Tasks that were set to achieve the goal: 1. reflect on aspects of theoretical
framework for Business Service Centres; 2. analyse factors contributing to the development of
business service centre in the Baltic States in comparison of European Union countries; 3. learn the
business service centre sector development trend within the Baltics States. Following methods were
used during the work: compilation and analysis of literature, calculation of statistical indicators,

expert interviews for qualitative data.

Research results and discussion
Establishment of business service centres for administrative functions began in America in the

mid-1980s. The creation and operation of such service centres is still ongoing. Improvement and
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further development is often associated with the use of innovative solutions for operational functions.
Information technologies and increasing globalization contributes to the establishment of business
service centres outside the country of parent company. The motivation to outsource non-core
activities varies but might include cost reduction, headcount reduction, access to greater expertise
and technology, a kenned focus on core activities and better operational flexibility (Rotwell A.T.,
2011). The consolidation of processes in BCS allows companies to benefit from economies of scale
and process transfer to less expensive locations.

As defined, business process outsourcing is the contracting of non-primary business activities and
functions to a third-party provider (Techopedia), however in the context of business service centres,
not always it has to be third-party provider. Alternative to outsourcing is shared service centre in
which activities previously located in business units or head office are retained within the organization
but aggregated into a new central unit which remains in connection with mother company (Rotwell
A.T., 2011). Both strategies reduce complexity and thus foster the streamlining of value chains by
restructuring administrative functions. However, SSCs add value not merely through simple cost-
cutting like outsourcing, but by turning support activities into core-activities as well, results in the
development of new competencies (Richter P.C., 2017). Because of the use and deployment of
business service centres depends on companies needs and its business in general, there is No single
and complete definition that fits all functional centres of both outsourcing and shared services
(Furlong S., 2012).

Central and Eastern Europe (CEE) represents one of the most attractive destinations for SSC
globally, where it is predicted that business services in CEE will continue to grow at an average of
30 % annually (Koval O., 2016). The reason for the popularity of the region is complex but can be
characterized by several factors such as attractive environment, favourable tax regime, available
labour advantages due to lower salaries, as well as language proficiency and time zone to cover the
part of Europe operations. In addition to the mentioned advantages, NATO and European Union (EU)
membership could also play significant role, as starting from this time expansion in CEE as well as in
Baltic States significantly increased (Marciniak R., 2014).

BSC growth in specific regions is determined by several factors. Labour cost can be one of the
most important indicators at the time of assessing the potential location of a service centre. As
defined by Eurostat: ,Labour cost or total labour cost is the total expenditure borne by employers
for employing stuff. Total labour cost consists of employee compensation, vocational trainings and
other expenditures minus any subsidies received” (Eurostat, Labour cost, 2018). Hourly labour costs
gathered in Figure 1.

According to available statistical information, in 2017 the average labour cost per hour between
the European Union countries was € 21.5. Although the average value was € 21.5, there is a
significant difference in labour costs between member states, where the average hourly rate varies
from as low as € 4.9 in Bulgaria to € 42.5 in Denmark. Comparing the obtained indicators with the
situation in the Baltic States, it can be concluded that average labour cost per hour in the Baltic
region in 2017 was 2.3 times lower than the EU average, respectively € 9.3. Resulting data reflect
the average hourly labour costs in the EU Member States, with significant cost differences between
them.
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Fig. 1. Hourly labour cost in euro for European Union countries, 2017
Being able to communicate in multiple languages is particularly important when working in an
international business environment. Communication with customer or business partner in their native
language is one of the first steps to productive and mutually clear cooperation that leads to long
lasting and sTable business relationships. Information about foreign language skills in EU countries

has been summarized in Figure 2.
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Fig. 2. Percentage of population with knowledge of at least two foreign languages, 2016
According to Eurostat data, in average 26.4 % of the population in EU in addition to their native
language has knowledge of at least two additional languages. The highest percentages are reported
in Latvia, Malta and Denmark, while the lowest results are in Hungary, Romania and United Kingdom.
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It is necessary to highlight the results in Baltic States as they are significantly higher than the EU
average.

In addition to already mentioned factors, also the level of education and available talent pool
plays significant role in the process of region evaluation. According to the available information,
author concludes that the work in BSC is diverse and covers a wide range of services to be provided,
thus the level of qualification of the employed varies depending on the specific nature and complexity
of the work. Figure 3 represents the percentage of third to eighth level graduates among EU Member
States, using the International Standard Classification of Education (ISCED) level system. Obtained
results are grouped into two parts - the percentage of third to fourth level education and fifth to
eighth.
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Fig. 3. Population by educational attainment level, 2017 ( %)

According to presented data in Figure 3, author concludes that Lithuania and the Czech Republic
have the highest percentage of people who have obtained education in both groups. With a small
percentage difference, they are followed by Poland, Slovakia and Latvia but countries with the lowest
rates are Italy, Spain and Portugal.

So far, analysis of the data support potential of the Baltic States for future development in the
BSC sector but as attraction of foreign investment is closely related to the business environment,
author will also look at the positions of EU member states in the Doing Business rank for 2019. The
World Bank's annual Doing Business 2019 report is the sixteenth volume of this study. The data
gathered in publication describes ten areas related to the business environment, analysing their
contributing and restrictive aspects. This study presents information on the economies of 190
countries worldwide, thus generating a range of 1 to 190. Information on EU Member States in Doing

Business 2019 study has been summarized in Table 1.
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Table 1
Obtained ranks in Doing Business 2019 by EU Member States
Country Rank Country Rank Country Rank Country Rank
Denmark 3 Latvia 19 France 31 Bulgaria 50
United Kingdom 7 Germany 20 Netherlands 32 Croatia 51
Sweden 9 Austria 22 Slovenia 37 Belgium 52
Estonia 12 Poland 27 Slovakia 39 Cyprus 53
Finland 13 Spain 28 Romania 45 Luxembourg 63
Lithuania 16 Portugal 29 Italy 46 Greece 67
Ireland 17 Czech Republic 30 Hungary 48 Malta 84

Source: Doing Business 2019

The ranking of the countries listed in the Table is based on a comparison of the economies of all
190 countries. Although Denmark ranks third in the overall ranking, its business environment is best
rated among EU Member States, followed by Great Britain and Sweden. Positive is the fact that
countries in the Baltic region rank among the top 20 of all and among top 10 in the EU. Estonia has
the highest ranking among the three neighbouring countries, followed by Lithuania and Latvia.

Work in the BSC sector is closely linked to the use of information technologies, so mobile internet
speed is an important factor. According to 2018 study of internet speed measurement service
"OOkla", all three Baltic countries ranked among the top twenty countries with the fastest mobile
internet in the world. Based on “Worldwide broadband speed league 2018” mobile testing in 200
countries, Latvia ranks thirteenth, Estonia fifteenth and Lithuania seventeenth, showing their
potential and advantages regarding this aspect (Goya, C., 2018).

Summarizing obtained information, author concludes that Baltic States demonstrate advantage
among other EU Member States, emphasizing the availability of both a skilled but cost-competitive
workforce and a positive assessment of the business environment.

To gain more insights on BSC sector development in Baltic States, an interview was conducted
with Latvia Investment and Development Agency representative Monta Geidane. In this context
M.Geidane emphasizes the position of government and responsible institutions in each country:
~Lithuania is now highly praised and also does better, but it is necessary to understand the
interconnections. The question is, who is interested in it all. For Latvia Investments and Development
Agency, there have been several priority sectors identified, but in the meantime, Lithuania has clearly
indicated that this is their priority and therefore developing their marketing with the purpose of
attracting new investors. Thus, Estonia is developing in the IT and start-up environment, it has been
set as their primary development direction.” According to the information gathered during the
interview process, the development of the BPC sector largely depends on the priority of development
directions set by the state and other stakeholders, which in turn is closely related to the availability
of finance and the potential amount of investment in the sector.

The development of the Baltic State BSC sector is closely related to its geographical proximity to
the Scandinavian countries. Following the information gathered during the interview as well as the
analysis of available information for largest BCS sector companies in the Baltic region, the author
concludes that most of the companies in Baltic Stated are of Scandinavian origin (Finland, Sweden,
Norway, Denmark). According to M.Geidane: ,When looking at the parent organizations of Latvian

companies, in 2017 about 48 % were from Scandinavian countries, not counting the number of
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people or employees, but exactly the number of companies”. There is a similar situation in Lithuania,
where Scandinavian companies in 2017 made up 44 % of all companies in the sector and employing
39 % of the sector's employees. Looking at the lines of activity of Lithuanian-based service centres,
the author concludes that most, or 80 %, support services are provided directly to the Scandinavian
region. Similarly, the unifying Baltic and Scandinavian countries have a cultural aspect that is

reflected in understanding, work ethics and language skills (Invest Lithuania, 2018).

Conclusions, proposals, recommendations
1) Analysed indicators confirm advantage of the Baltic States in the context of other EU member

states, by providing a set of necessary prerequisites for the development and operation of
international business service centres.

2) In the Baltic States, a cost-competitive and skilled workforce is available, as well as an
economically attractive environment and modern infrastructure related to information technology
and high-quality internet usage.

3) Currently equal development of the SBPC sector can be observed in all Baltic States, however,
each country has set different priority directions for further development.

4) The development of the BSC sector is currently priority for Lithuania, which means that additional
funds are invested by government to attract potential investors. In Latvia, this is only one of the
priority areas, while Estonia is currently focusing on the development of information services and
start-up technologies.

5) The development of Baltic State international business service centres is closely linked to its
geographical proximity to Scandinavian countries. Scandinavian companies are among the largest
market participants and investors in the Baltic States.
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