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Introduction

The service industry has for a long time been the biggest part of the most advanced
economies in the world. This development is rapidly also transforming many of the
world’s emerging markets in Eastern Europe, Asia and Latin America. The value-added
within global production chains is becoming to a larger degree determined by
knowledge and service content (WIR, 2013). Services also play an important role for
manufacturing firms, where a large part of the offer to customers today is a combination
of goods and services. This paper studies the development of the growth of service
industries in Latin America and their connection and integration with regional and
global value chains, and the development of integration of service economies in Latin
America. In the perspective of the ongoing or concluded negotiations of free trade
agreements as well as trade and investment partnerships between the EU and separate
Latin American countries, e.g. Mexico, Colombia and Chile, with ambitions to in the
future also to comprise Mercosur. Also the initiated TTIP negotiations between EU and
USA will have an indirect impact to Latin America in general and Mexico in particular,
due to the NAFTA connection. Europe was in the early decades after WW Il a key
economic partner to Latin America, but has gradually lost this position to first North
America, and thereafter to Pacific Asia. It is therefore a challenge for European business
to, at least partly, recapture its previous role, although now as an equal partner rather
than as a postcolonial master. Cooperation within the field of service industries may
provide a better platform for mutual benefit than the old relation of exploitation of raw
material resources and cheap industrial labour.

The regional economic characteristics and fundamentals play a vital role in the
development of the service industry. For many emerging markets the growing service
industry is also a way to reduce the risk of getting stuck in the so-called middle income
trap, where the cost advantage is diminishing and the ability to compete with the
advanced economies is limited.

Additionally, a growing service industry can facilitate the shift from informal to
formal economic activities ADB, 2012). In turn it enables a bigger tax base to be used
for welfare creation. High levles of informal activity in the service industry can also be
a factor that explains the low service prodcutivity in Latin America (Pagés, 2010). The
economic development in Asia has attracted much attention and there is also an
increasing interest in the development of the regional service industries (ADB, 2012).
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The economic transformation has been driven by the establishment of complex regional
production networks and the willingness among policy makers to create regional service
or knowledge hubs in capital and metropolitan regions. Studies of the growing service
industry in Latin America are less frequent particularly due to structural connection to
global value-chains. The service industries will, however, be a similar positive force for
future economic development among the emerging markets in the region. The challenge
is connected with the issue of how to make use of regional economic integration, up-
grading existing value-chains and develop the knowledge intensive service industry,
which is a vital intermediary actor in terms of productivity, innovation and restructuring
in advanced economies.

The underlying opportunities with mostly common language, similar cultural
structures and trade collaboration such as Mercosur and the impact of a concluded trade
and investment pact with the EU, can form a platform for further development.
Examples of internationalization among firms in the region, so-called Multilatinas, are
often found in relation to the service industry, such as banking and finance, insurance,
retail, telecom and business services. The so-called Multilatinas stem from several
different countires within the region and spans different industries (Santiso, 2014). The
support and public ownership has varied over time, between firms countries. This has
often been related to the industrial and economic geography of the respective markets.
These firms can take advantage of the expansion possibilities that exist and rapidly
expand beyond their closest geographical context. This conceptual challenge to
traditional theories of internationalization has gained strength in studies of emerging
market multinationals, where firms have come from markets wit strong government
influence in the development path (Mathews, 2009, Strém & Ernkvist, 2012,
Williamson et al., 2013). Forerunners in this development have been a number of
Chilean and Brazilian companies expanding across the continent. These firms might
also use their advantages to expand further out on the global market and become
competitors to established multinational companies in the advanced economies in
Europe and North America. Hence the aim of the paper is to discuss the role of
Multilatinas within the Latin American service economy and relate to how this could
affect EU-Latin American business relations.

1. Latin America and the world economy

There has during the long process of globalization of economic activities been a
continuous scholarly debate within the fields of international business, economics and
international political economy on why firms emanating from Latin American countries
have not taken part in this dramatic transition to the extent one could expect,
considering the economic size of the region, as well as its abundance of natural
resources within almost all sectors of industry. Half a century ago, in 1963, the share of
Latin America in world trade of goods amounted to roughly 7 per cent, compared to 6
per cent in 2013, Southeast Asia on the other hand?, a region that in many respects can
be compared to Latin America, when it comes to population size, resource endowment,
and a history of political and economic dependence on superpowers in Europe and
North America, accounted for 3 per cent of world trade in 1963 and 7 per cent in 2013.
The EU trade relations with Latin America have stagnated during the last fifteen years
at about 2-2.5 per cent of its total foreign trade in goods (or about 8-10 per cent of EU

L All statistical figures in this section are from IMF, Direction of Trade Statistics Database, visited March-April 2014,
and UNCTAD, World Investment Report, various issues.
2 Defined here as the ten members of ASEAN.



external trade). It is also a remarkable fact that the intraregional trade in Latin America
has not grown during the past decades. Its share of total trade is still below 20 per cent,
the same share as in the 1960s, despite numerous concluded free trade agreements,
customs unions and common market treaties in various constellations. This figure can
again be compared with Southeast Asia, where the intraregional trade within ASEAN
(Association of Southeast Asian Nations) 10 has grown from about 15 per cent to 30 per
cent since the mid 1960s.

Also in terms of foreign direct investment, the Latin American countries are
underrepresented, even though there is a slow, but continuous increase of the shares of
total FDI stocks and flows over time. This notion is particularly valid when it comes to
the service industry. The share of IFDI (Inward Foreign Direct Investment) stock in
manufacturing and service industries in 2012 amounted to a little less than 8 per cent of
the world total, compared to 5 per cent in 1990, while the share of OFDI (Outward
Foreign Direct Investment) stock was only about 2.6 per cent both in 1990 and 2012.°
The entire OFDI stock from Latin America — 608 bUSD in 2012 — can in this context be
compared to the one of Sweden, which amounted to 408 bUSD in the same year.

Accordingly, outward FDI from Latin American companies can in the best of
interpretations be seen to be in an initial stage of development, and that the potential for
further growth is huge. The aggregate figure of 608 bUSD is furthermore concentrated
to a few geographic origins, in which firms from three countries — Brazil, Mexico and
Chile — account for over 80 per cent of the total OFDI stock. In addition, firms
originating from Argentina and Colombia account for about 5 per cent each. Looking at
the outflows from these five countries, the development has rather been stagnant or even
negative in Brazil, Argentina and Colombia during the last years, with only about 3.5
per cent of the world total in 2012, so the only positive remaining examples of any
significance were observed in Chile and Mexico, during 2011-2012, but this trend was
interrupted by sharp declines in 2013 (UNCTAD, 2014:61ff).

It has been pointed out that the modest volumes of OFDI do not properly reflect the
dynamism of Latin American transnational corporations’ productive activity abroad as
revealed by the increase of cross-border acquisitions (UNCTAD, 2013:59) where there
was until 2012, a growing trend recently to acquire companies both in the developed
economies in Europe and North America and in neighbouring countries. The largest
single cases in 2012 within the service sector were the 3.4 bUSD acquisition of the
Brazilian airlines TAM by LAN Chile and the Chilean retailer Cencosud, which acquired
an affiliate of French Carrefour in Colombia for 2.6 bUSD, and the Prezunic grocery
store in Brazil for 0.5 bUSD (ibid: 59 and 88). Another example was the Chilean bank
CorpBanca, which acquired a stake in its Colombian unit from Spanish Banco
Santander (ibid.). This trend has, however, not continued during the last two years
[UNCTAD, ibid.].

2. Global networks of production of goods and services in the Latin American
context

There are a number of crucial issues to take into account when assessing the
emergence of new transnational companies with Latin American origin. In this context
the focus will be on emerging service TNCs.

® Latin America and the Caribbean, excluding the largest offshore financial centres, British Virgin Islands and
Cayman Islands (UNCTAD, 2014).



e Upgrading in the global value chain within the framework of new industrial
policy measures;

e Transformation of the economic structure in the domestic markets;

e Nearsourcing;

e The trade political context at the regional and global level.

2.1. Upgrading in the global value chain

The abundance of natural resources in a region can be seen as a rich opportunity to
create economic growth and welfare also in advanced manufacturing and services, but
has in many cases turned out to keep the resource-rich country in the ‘raw material
trap’, where firms have not been able to move into higher value-added activies with
with increased prodcutivity (McMillan et al., 2014). The potential for upgrading to
capital- and knowledge based elements in the global value chain, i.e. in the mineral-,
energy-, forest- and agricultural industries, was during a long time admittedly held back
by foreign (Multinational Enterprises) MNEs, wishing to benefit from more profitable
value-adding activities elsewhere. But the extensive schemes of nationalization and
domestic privatization of resource-based companies that have taken place in almost all
Latin American countries during the last 3-4 decades contradict the widespread
statements that foreign-inflicted resistance should still constitute a barrier towards
domestic industrial and service-based upgrading. Rather, lack of capital, local access to
technological knowledge and entrepreneurial tradition may be main hurdles to an
emerging internationally competitive service industry, e.g. in industrial maintenance,
research & development, technical consultancy, consumer product branding etc. Since
services to an increasing extent are embedded in the competitive performance of the
large manufacturing MNE, the absence of internationally successful manufacturing
enterprises built on indigenous resources, may also constitute a setback for the rise of
global service firms from Latin America.

2.2. Transformation of the economic structure

Typical for the economic transformation process of the Latin American countries
has been the relatively modest level of the secondary (manufacturing) sector. In the
majority of advanced as well as of Southeast Asian emerging economies, the share of
manufacturing related to the primary and tertiary sectors reached during the process of
industrialization a peak at about 30-40 per cent of the total employment, after which it
has declined, due to the continuous rise of the service sector. In Latin America, on the
other hand, the peak of manufacturing reached seldom above the 30 per cent level. This
structural phenomena can also be related to the dificulties seen in late industrializing
countires, where the opportunities for high value-added industrialization have been
limited (Rodrik, 2015). There was instead a direct transformation from the primary to
the tertiary sector in Latin America, where today the share of total employment in most
countries exceeds 60 per cent, with the highest level among the largest economies is
recorded in Chile with more than 66 per cent of the working employment in the service
sector (2010 figures)®. The direct shift from agriculture to services has to some extent
led to a situation where a competitive edge in manufacturing has not been built up to the
same extent as in e.g. Southeast Asia, and subsequently a relative lack of
manufacturing-based service production activities.

* World Bank, 2013, table 3, p. 352f.



2.3. Nearsourcing

It is usually argued in the scholarly debate around the emergence and development
of global value chains that the phenomena of outsourcing and offshoring have played an
instrumental role when it comes to further fragmentation and specialization of
manufacturing production. Arguably, there is a ‘Janus face’ of outsourcing and
offshoring, meaning that these activities can on one hand be seen in the perspective of
exploiting differences in factor costs between centre and periphery, and in that respect
also being an important explanation behind the origin of asymmetric dependencies
between rich and poor countries; on the other hand may the hosting of outsourced and
offshored activities be seen as a deliberate strategy among emerging economies to
attract foreign capital and to subsequently build up indigenous capabilities to manage
upgrading in the value chain and in that respect to support future growth of domestic
consumer demand. The ‘dependency’ debate during the 1970s, which was particularly
marked in Latin America, represented very much the first face, and may in the long run
prevented the widespread use of outsourcing and offshoring activities that became a
main tool of industrial transformation in emerging economies in East and Southeast
Asia. However, the inbuilt dynamics of outsourcing and offshoring is, if successfully
applied, their contribution to the levelling out of production costs or at least diminishing
of the gaps between centre and periphery — i.e. the logic of outsourcing and offshoring
is a high degree of geographical mobility. There is also the intricate balance between
supply-chain costs and production costs, that has during a long time been kept by a
continuous decrease of the share of total transport costs in the final consumer product.
The trend of ‘nearsourcing’ — the recapturing of outsourced and offshored activities to
the home market itself or to its vicinity - that has been seen recently is still a marginal
phenomenon, but may play a larger role in the future when it comes to the
reconfiguration of global value chains, and can result in a larger gap between production
locations that will benefit from proximity to the large consumer markets, and those
which could be even more peripherally located. In the Latin American context, Mexico
and parts of the Caribbean region may belong to the first category, while the rest of the
Western hemisphere could suffer from the ‘tyranny of distance’. Within the field of
service industry the phenomenon of nearsourcing will still be closely related to
manufacturing, particularly in the case of research & development, maintenance and
distribution, but less likely in banking/finance and retailing.

2.4. The trade political framework

Trade in services are generally regulated at the multilateral level within the
framework of the General Agreement of Trade in Services (GATS). In the absence of a
completion of the multilateral Doha Development Agenda, within which the GATS and
the ongoing Trade in Services talks, also is to be extended and revised, almost all
member states have to different degrees made efforts to seek other routes to further
liberalization of trade in both goods and services, particularly through regional
preferential trade agreements. The main current endeavours in this respect under
negotiation - the Trans-Pacific Partnership (TPP), and the Transatlantic Trade and
Investment Partnership (TTIP) — will, in case of successful completion, have a large
impact of MNEs in Latin America, both in terms of trade in goods and services, as
regarding investment. The TPP talks involve directly three Latin American countries,
Chile, Mexico and Peru, who, together with Colombia, also have taken steps to form an



own trade pact, The Pacific Alliance. Mexico is furthermore an integrated member of
the NAFTA bloc. The Pacific Alliance can be seen as a main competitor to the other
main trade bloc in the continent, Mercosur, consisting of Argentina, Brazil, Paraguay,
Uruguay and Venezuela, which was created in the early 1990s, but which has so far
failed to meet the early high expectations of successful implementation. Thus Latin
America is at present rather disintegrating than integrating, and the aims to forge deeper
trade and investment relations with other continents — Asia-Pacific, North America and
Europe — are more articulated and active than the visions of a comprehensive
Community of Latin American and Caribbean States (CELAC).

3. The European Union and Latin America’

The EU has, like all other advanced economies, initiated talks regarding free trade
with different regions in the world. The largest effort directed to Latin America has
been the EU-Mercosur talks with five South American economies, re-initiated 2010
after a six year pause. These negotiations aim at resulting in a comprehensive trade
agreement, covering, apart from the usual trade in goods, also services, public
procurement, intellectual property rights, trade facilitation schemes and technical
barriers to trade. The results have been insignificant so far, and very little progress was
made in 2013, among other explanations due to the political and economic situation in
Venezuela and the suspension of Paraguay. From the Mercosur side, the EU is an
important partner, comprising about 20 % of its external trade, and also a key
investment partner, but only about 3 per cent of EU’s total trade. Furthermore, EU has
also closed various bilateral comprehensive free trade agreements with Latin American
countries, comprising both goods and services, notably Mexico, Chile, Colombia and
Peru, an Association Agreement with six Central American states, and Economic
Partnership Agreements with fifteen Caribbean states (CARIFORUM). The combined
result so far of all these efforts is rather a hub-and-spoke structure of trade and
investment relations between EU on one hand and different constellations of Latin
American states on the other, even though there has been an explicit ambition to forge
separate agreements together to a comprehensive regional structure, or, at least, to work
for converging separate agreements in order to pave the way for increased intra-regional
cooperation at the firm level.

4. Literature review and theoretical framework

The service sector is large and growing extremely rapidly. It is also becoming
much more complicated as radical technological solutions are developed to support the
provision of many service functions. Services used to be considered to be local
activities that were produced and consumed at the same time and in the same place
(Hill, 1977). Technological developments have transformed services by challenging the
relationship between place of production and consumption. Many business services
involve the creation of high-value added customized services. Recent developments,
however, have led to pressures coming from larger client companies to strip costs and
profits from suppliers of advanced business services. Technology and especially the
ability to create teams that draw upon experts located in low-cost production locations
have led to an on-going commoditization of some business service functions. This is
especially the case in relation to accountancy, consultancy and law. Technology

5 Main source: European Commission, Memo/13/1080, December 3, 2013.



including new knowledge management systems combined with intranets is transforming
the production of these services.

A good can be sold without any direct relationship between the manufacturer and
consumer. Many services can also be consumed in a similar way. Nevertheless, the
importance of face-to-face contact involved in the simultaneous production and
consumption of a range of services plays an important role in differentiating the new
world of service work from that of manufacturing. At the centre of interactive service
relationships are three important elements: the quality of the client interaction, an
individual’s of firm’s reputation and embodied knowledge. The importance of
reputation cannot be under-emphasized for the consumption of services.

Producing any product or service involves service expertise to be embedded in
different parts of the production process. This may involve the design of a production
process or of an actual product or service (Bryson and Rusten, 2011).

The dearth of empirical research on services and internationalization reflects the
absence of official statistics on the service sector in general and on service trade in
particular. Available datasets are limited by industry, geography and time series. Due to
the difficulties of classification, conceptualization and measurement problems, research
on service internationalization research is complicated. Traditional international trade
theories such as the Heckscher-Ohlin have been used as a frame of reference for
exploring service internationalization. But this analysis concluded that trade theory
developed to explore trade in good does not help to explain trade in services (Daniels,
1993, Bryson et al., 2004, Dicken, 2011). Government regulations, cultural differences
and language differences are extremely important for service internationalization
(Beyers, 2012). The debate about service sector FDI has become important since it is a
preferred way for companies to move abroad and is specifically determined by
locational factors (Rusten and Bryson, 2010).

Studies of internationalization and services have focused on more specific sub-
sectors and have often explored internationalization strategies (e.g. Jones, 2002, Bryson,
2007, Schultz, 2005, Strém and Mattsson, 2006, Faulconbridge et al., 2008). Firms
located in major metropolitan areas, are more likely to be confronted with various
internationalization opportunities. Firms in more peripheral areas also show an interest
in working internationally, but activity is more limited.

There are major differences between trade in goods and trade in services (Daniels,
1993, Bryson et al., 2004, Dicken, 2011). Firstly, even though information technology
has helped to bring parts of the world closer together, much of the activities within the
service industry must take place simultaneously and maybe even at the same location. It
is often important to have direct contact between producer and buyer. Secondly, the
service industry is still heavily regulated in many countries, which affects the
possibilities to trade. In some counties the import of services from foreign providers has
been prevented though regulation. Finally, there are many obstacles to trade with
services such as non-tariff-barriers. These can be of a very different character, such as
licenses for legal advisors, medical doctors, accountants, qualifications, language etc.
These play an important role as barriers in preventing international service trade.
Cultural problems are evident for any kind of international transaction, but in the case of
service industries they may be an absolute barrier (Jones, 2002, 2005, Strom, 2005).
These barriers have their greatest impact on verbal and media-based services, but
standardized and highly technological services may be exceptions to this general rule.

Another important issue for the internationalization of service production is the
complexity of value-added in relation to manufactured goods (Daniels, 2000, Daniels
and Bryson, 2002). The question of value-added is both valid in relation to where this is



produced but also how the value added is traded in relation to the indirect contribution
made by services in the exports of goods. In relation to the classification and conceptual
difficulties associated with service trade, empirical findings show that the direct
contribution of services to national exports is growing slowly and the pattern of trade is
highly concentrated. Instead it might be useful to acknowledge and nurture the indirect
contribution of services to overall national export activity. Service firms provide
functions that support the export of many manufacturing sectors and this enhances total
export competitiveness. Specialized services may become embodied in goods leading to
the production of goods/service bundles for export (Daniels and Bryson, 2002). These
bundles may provide firms with a source of inimitability — a source of competitiveness
that provides differentiation in global markets (Bryson, 2009).

The lack of service research in Asia and other emerging markets such as Eastern
Europe and Latin America has attracted increased attention (O’Connor and Hutton,
1998, Strom and Yoshino, 2009, Harrington and Daniels, 2006, Daniels et al., 2012, Di
Meglio et al., 2012, ADB, 2012). The interconnectedness of mature economics in
Europe and emerging markets in East and Southeast Asia has created a complex
economic network of production and knowledge networks where services are playing an
increasingly important role. It resembles to some degree the economic geographical
transformation in Europe where the new members states of the European union have
been connected through market widening and increased FDI, but where the economic
integration of the service economy has yet to materialize in Asia (Alvstam et al., 20009,
Strom and Yoshino, 2009, ADB, 2012). It is noteworthy that China is developing
policies to enhance the effectiveness of Chinese business services and this might lead to
the development of Chinese service competitors that may challenge European and
American service providers.

Service offshoring takes place when firms shift production to foreign locations.
The aim of this action may be to reduce costs, to service a foreign market, to reduce
exposure to country risk, or to make use of specific labour. An additional factor
influencing the location of offshore service centres is the requirement to provide a 24-
hour service to customers or an extended service beyond normal working hours, and
establish a ‘follow-the-sun’ geographical strategy. Country specific risk is reduced
when a firm is able to change the delivery of a function between facilities located in
different geographies.

Service offshoring is not easily analysed because service tasks can be traded in
four ways (United Nations 2002: 1):

Mode 1: cross-border supply occurs when suppliers of services in one country
supply services to consumers in another country without either supplier or consumer
moving into the territory of the other.

Mode 2: consumption abroad refers to the process by which a consumer resident
in one country moves to another country to obtain a service.

Mode 3: commercial presence occurs when enterprises in an economy supply
services internationally through the activities of foreign affiliates.

Mode 4: presence of natural persons describes the process by which an individual
moves to the consumer’s country to provide a service, whether on his or her own behalf
or on behalf of his or her employer.

Three of these modes are concerned primarily with service connections between
residents and non-residents. Mode 1 involves services that require no direct interaction



with customers but procedures must be developed to overcome cultural and language
hurdles that could exist between nations. Recently, there has been a particular interest in
Mode 3, where firms supply services on the global market through the activities of
foreign affiliates (Bryson et al., 2004). The Mode 3 ‘method of serving foreign markets
is particularly important because it is often the only method that permits the close and
continuing contact between service providers and their customers necessary to compete
effectively with indigenous firms’ (United Nations 2002: 54). Here the provision of
services through foreign direct investment represents a form of captive offshoring or
offshoring without outsourcing. Captive offshoring enables a firm to keep control over
its various assets, intellectual property and core business processes (Bryson, 2007). But
captive offshoring creates value for the home of the service provider, but not necessarily
local employment. The implications for Europe would be that service FDI by European
companies will create jobs in host economies.

Trade in services must address cultural differences between countries that restrict
the ability of service providers to export standardized services. Modes 3 and 4 enable
service providers to localize provision to take into consideration local cultures and client
expectations. Modes 1, 3 and 4 involve what is commonly termed ‘service offshoring’
or more correctly ‘service global sourcing’. This is encapsulated by the concept of a
‘second global shift” (Bryson (2007). The first global shift involved the relocation of
manufacturing jobs to low-cost production locations while the second involves services.
There have been three distinct stages of the second global shift. Firstly, during the first
part of the 1990s computer and software programming, testing and network support
activities were outsourced and then globally sourced. Secondly, during the late 1990s
global sourcing diversified into various low value added office jobs for different
industries, such as call centres and back-office functions. Lastly, complete service
centres materialized that provide an extensive range of administration, process, contact
and support tasks (Bryson (2007).

The development of service offshoring represents a new type of international
division of labour, but with a difference. It is various forms of services, ranging from
call-centre-based work to back-office administration that is being relocated to lower-
cost production locations, rather than the production of goods or assembly functions. A
number of factors influence the decision to send a specific service activity offshore. It
must be capable of some degree of standardization that does not require face-to-face
collaboration with consumers or clients. Additionally, the inputs and outputs needed to
deliver the service must be capable of being distributed with the help of information and
communication technology. Some service activities are not fixed in space and can be
ditributed either as a form of foreign trade or by the short-term relocation of a service
worker to a client’s location, for example, various forms of consulting. Finally,
specialist services can be provided from central locations with consumers travelling to
utilize the service.

Outsourcing services to companies located in other countries comes with a
number of risks related to language, culture and the quality of the delivered service.
Different from the first ‘global shift’, the spatial dimension of the second global shift is
determined by capabilities of service workers located in foreign locations that may, but
not always, be lower-cost locations Bryson (2007).

5. Multilatinas and the service industry

The Latin American service industry has seen steady increase during the last
decades. Primarily the larger economies such as Mexico, Brazil, Argentina and Chile



have been at the core of this development. The manufacturing industry and the raw
material based economy is however substantial in many regions. Mexico is one example
of where inflows of FDIs are taking advantage of the NAFTA agreement and the
proximity to the US market, along with a very favourable cost level. The positive
economic development has also pushed for increased economic integration within the
region through Mercosur, and other multilateral and bilateral initiatives. The industrial
base has generated a number of companies working across the Latin American region,
but also becoming increasingly active on the world market (Santosi, 2014). Several of
the most important emerging market multinational originates from Latin America, such
as Vale, Embraer and CEMEX, to mention a few. These firms have originated from
economies where the government influence have been substantial for the development
such as import substitution. However, other companies have pushed forward to take
advantage of the economic possibilities on the more regional level. During the last
decade, smaller countries (in economic terms) in the region have also seen growth being
generated through the service economy (Stark et al., 2014).

Apart from the growth in Latin America that has been driven by increased demand
of raw material, the increasing consumption has also pushed growth ahead. Another
important driver of the Latin American service economy is the increased outsourcing
and offshoring of service activities that have taken place. The phenomenon has been
driven out of demand from North American based firms, but increasingly from other
part of the world where multinationals are looking for a location strategy that covers
areas where they are active. According to Stark et at (2014), the firms are manily using
four alterations to take advantage of different location advantages in the service value
chain; (1) product upgrading, trying to achieve a higher value, (2) process upgrading,
which refers to improvements in the efficiency of production systems, (3) functional
upgrading, which refers to the movement to higher-value stages in the chain that require
additional skills and lastly, (4) chain or intersectoral upgrading, which focuses on entry
into a new value chain by leveraging the knowledge and skills. The different stages of
the economies in the region have enabled service providers to take part in different
stages of the value chain. This can be done through handling functions within larger
multinational through off-shoring, but also through independent firms. According to a
recent ECLAC study the service industry has successfully created thousands of jobs in
countries like Chile, Costa Rica, the Domican Republic, Colombia and Uruguay (ibid.).
The development shows that it is not only the larger economies in the region that could
benefit from increasing the share of the service economy. Countries in the Caribbean
have also seen the importance of attracting service jobs, through tourism, but also in
related business service industries (CNSC, 2014). The small open economy of Costa
Rica has also attracted a substantial inflow of service FDI during the last decade,
particularly due to a series of bilateral free trade agreements (FTAs) with key trading
partners. FDI inflows increased significantly in the early 2000s, mainly in
technologically intensive fields such as electronic components, medical devices and
global services. The country has actively sought to attract FDI from companies in a
diverse set of services such as contact centres, shared services, back office;
entertainment and digital technologies, design and engineering, and software (Flores
Saenz, 2014).

Apart from sectors in the region that grows through service FDI and global value
chains, there are also sectors that have taken advantage of the rise in income and
economic and political stability throughout the region. This includes firms within retail,
finance, insurance and business services. These firms are more of regional Multilatinas
at this stage that are utilizing their regional knowledge to expand business. Studies also
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show that the countries in the region work with different policies for attracting service
FDI and developing the domestic industry. Chile has been one of the most active
countries in this respect. All ready in 2000 a program was launched to attract
investments in high-tech sectors and business services (LOpez et al., 2014). Similar
schemes have also been introduced in smaller economies such as Colombia. Here
infrastructural investments to support the usage of English, tax reduction for
international experts and the implementation of international financial and accounting
standards are all important measures to support the growing service economy. The main
aim is to create a service industry in relation to outsourcing and offshoring that is
globally competitive (Kshetri et al., 2014).

The growth of the Chilean service economy has been driven by a set of factors.
First, there is an increasing demand of services in a growing economy where
productivity and competitiveness is on the increase. In relation the public sectors has
also been in a need of digitalization. Second, the government has launched a number of
incentive programs to support the IT industry, through education, facilitate international
competition and public-private partnerships. Finally, the infrastructure through
broadband has been expanded. All in all, these schemes have been introduced to
strengthen the competitiveness and ability of Chilean firms domestically and abroad.

In a study by Hagen et al. (2014), the internationalization and intra-regional trade is
evident for Chilean IT service providers. In the survey presented of these business
services the Latin American market is very important, with countries such as Peru,
Argentina, Colombia, Mexico, Costa Rica, apart form the US. But a number of vital
export relations with Europe are evident including countries such as Spain, the
Netherlands and Sweden.

The result from the same survey of the main barriers to further enhancing the
export of these business services indicates the lack of access to networks to be the most
important barrier apart from marketing and financing. The result indicates how
important networks are within the service industry in order to facilitate growth and
trade. Further economic integration in Latin America is dependent upon expanding
business networks and financing possibilities. The combination of service FDI through
offshoring and domestic development is vital for creating sustained growth on the
service sector.

Companies from the retail sector have been utilizing the increased income in many
countries in the region for expansion. This is an example of regionally expanding firms.
These firms could be seen as regional Multilatinas. They use the potential of economic
growth and the similarities that exist between countries, such as languages and culture.
Companies from Chile, such as Cencosud, Falabella and Ripley have been particularly
active in expanding their regional presence in Columbia, Peru, Brazil and Argentina
(Barclays, 2013). According to analysts following the sector it shows signs of growth in
many countries. This locational spread indicates that there are regional transformations
that would help to increase the development of the service industry. In a recent deal
Cencosud finalized the takeover of Carrefour’s stores in the Colombia, whereas the
competitors have chosen more of an organic growth. This part of the service economy is
less driven by FDI from Europe and North America, but rather the domestic
development in the respective country. In relation to the retail operation, these firms are
also developing their financial service offers to customers, and further services of more
advanced character could be added in later stages. In this sense the sectors is
complementing the growth of business services through domestic growth and offshoring
in IT and other sub-sectors.
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Conclusions

The paper shows the complexity of the service industry development in Latin
America. There are several connections to the global market through various forms of
offshoring activities of services operations. This has helped to enhance the
competitiveness and economic growth in several of the countries in the region. There
are numerous examples of how governments have actively worked with developing
incentive structures for both attracting inward FDI, but also for supporting the domestic
growth of services. The paper also shows the differences that exist among countries in
term of service industry development. In several countries the manufacturing and raw
material based economy have created hurdles for further expansion into services. The
volatility on the world market for raw materials has also created a situation where the
macroeconomic structures have been changing rapidly, making it more difficult to
create sustainable structures for the service industry. The service development can
broadly be classified into two different areas. One is driven by the connection to the
world market through offshoring and back-office functions. The other area is the
regional market where Multilatinas are operating in business services and the retail
sectors. These firms try to take advantage of the regional economic growth, but with
limited prospects in the short run to venture outside the Latin American continent. In
this respect the intra-regional Multilatinas will be interesting to follow in the future. The
main question is whether these firms can establish enough competitive advantage for
long term competitiveness.

The social and economic disparities generate a complex development for the
service industry. There are parts of the population that has seen their purchasing power
increase and thus generated a base for service industry development. However, due to
problematic political circumstances and social unrest, there are also examples of the
reverse. This development is also intertwined with the difficulties of getting trade
structures working better in the region. Mercosur has not been at all as successful as
was hoped from the beginning. This connects to the problems of Latin America in the
world economy, where the share has shrunk compared to the situation about half a
century ago. Regional political differences and external relations to the EU have not
helped to reverse this trend. External influence in the form of Chinese investment is also
a highly important aspect in relation to the economic development in the region. With
increased trade and investment focus across the Pacific and with the creation of new
trading schemes such as the TPP, the role of the EU might be diminishing despite,
historical, cultural and language relations. The EU exhibits itself many different
priorities among its member states when it comes to perform the common external trade
and investment policy according to the stipulations in the Lisbon Treaty. Even though
the supranational authority to carry out a coherent and persistent ‘one-voice’ policy is
strong in theory, the reality looks different. The coordination procedure is shared
between the Council within its Trade Policy Committee, and the European Parliament,
mainly within its Committee on International Trade (INTA). In addition, the preparation
as well as the implementation of policies rest within the DG Trade in the Commission.
The difference in geographical priorities regarding EU’s external trade relations is
unsurprisingly closely correlated with the geography of member states, where the
Southern-Southwestern MS have been more likely to push for deeper relations with
Latin America, and less enthusiastic regarding e.g. the Eastern Partnership or Asia. The
aim of ours is to follow up the identification of a number of promising future areas of
cooperation within the field of service industries, in order to contribute to a more solid
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and sustainable platform at mutual benefit between the EU multinational enterprises and
the emerging Latin American firms than hitherto has been the case.
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