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Abstract: The paper applies a conceptual approach combined with
analyses of statistics and secondary material and presents advantages and
risks of outsourcing, the most important competitive advantages of Asian
countries and Romania’s position on the global outsourcing market. The
conclusions of the research highlight the strategies that should be used in
Romania for sustaining and improving the competitive advantages. Strategies
proposed are linked to higher investments in education, infrastructure, a
better use of tax incentives and a national strategy for attracting investors.
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1. Introduction

Outsourcing is an allocation of specific
business processes to an external specialist
service provider. Cost reduction reasons
drive companies to outsource some
activities of the value chain. When
companies use an external supplier to
provide them services as human resources
functions, IT services, customer services,
accounting and technical support they use
the business process outsourcing. Business
process outsourcing includes back office
activities as payroll and billing and front-
office activities as marketing and technical
support [1]. In order to achieve a
sustainable competitive advantage
companies should not rely only on product
innovation but also on low-cost
manufacturing and suppliers’ capabilities to
develop new products. The policy of
product  standardization allows  cost
reductions and the policy of products

adaptation can satisfy the customers’ needs
but has a negative impact on costs.
Therefore, companies should try to find a
balance between these two policies, using in
the same time the advantages of producing
some components in the firm and the
advantages of outsourcing.

Intrafirm sourcing is the purchase of
components or products from the parents or
their foreign subsidiaries on an “intrafirm”
basis and outsourcing is the purchase of
products from independent suppliers on a
“contractual basis”. Many companies buy

products and components from their
subsidiaries in foreign countries but the new
trends are to gradually switch to

independent foreign suppliers [3].

The US multinationals have used the
strategy ~ of  exploiting  competitive
advantages of suppliers by introducing on
the markets innovations made by suppliers.
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2. Objectives, materials and methods

The objective of the research is the
identification of Romania’s competitive
advantages on global outsourcing market
and the ways of improving these
advantages. A research based on secondary
data was used.

The most important findings of the
research show that outsourcing destinations
for US multinationals are India, China,
Singapore, Vietnam, Mexico and the most
important advantages are low-cost labour,
natural resources, government incentives,
tax policies.

In order to reduce the risk of dependence
on independent suppliers and the risk of
losing expertise in new technologies, the
best strategy for multinational companies is
to create strategic partnerships by using
joint  ventures, subcontracting  and
licensing. Some valuable assets should be
kept in-house because their loss might be an
advantage of the competitors [4]. One of the
most important advantages of outsourcing is
cost reduction due to lower costs of labour
for the foreign supplier and specialization.
The investments in fixed assets are lower
because part of the production is
outsourced. If the relationship with the
supplier is built on long term, costs might
be reduced due to suppliers’ experience.

Another  important  advantage  of
outsourcing is flexibility because companies
can change suppliers when market
conditions change. This is also a risk for the
supplier because he might lose his orders
and he might be in the position to look for
another partner.

A risk of outsourcing activities is linked
to lower than expected cost savings because
of the lack of skilled labor and differences
in cultures. Factors from the economic
environment as currency fluctuations, tariffs
and other trade barriers, high inflation rates
and high transportation costs might
negatively affect outsourcing.

Bureaucracy, corruption and a weak
protection of the intellectual property are
also considered risks of global sourcing.

If the focal company transfers a lot of
knowledge to the foreign supplier, the risk
for the supplier to become a competitor is
very high, that is why activities as research
and development, marketing and branding
are very important for the company and
should be concentrated at home.

The risk of dependency on the external
service provider can be reduced by using
several providers, but in this situation it will
be more difficult to achieve cost savings
and to coordinate all the contracts.

The loss of control on the service provider
might have a negative impact on quality,
that is way the proper selection of the
supplier and the contract concluded are very
important.

The loss of confidentiality risk and the
potential risk of data privacy issues and
information security can be reduced by
using special provisions and penalties in the
contract.

Advances in telecommunications and new
technologies have been a key driver of
outsourcing. In the field of services, the
outsourcing strategies had a strong
influence on the firms’ market performance.
British banks trying to use several call
centres from India for managing the
relationship with the customers received
many complaints from the British
customers because of the language
misunderstandings ~ with  the  Indian
employees. Some of these banks were
forced to give up outsourcing and to move
back those activities in England. The move
was highly advertised in order to maintain
the customers’ satisfaction. The
understanding and evaluation of the quality
are very important for the client when
selecting a supplier [5].

For a prestigious company to offer high
quality services it is necessary to know and
understand clients’ demand before services
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delivery, as well as their reaction after the
delivery. [6] Training of the staff for
improving the skills is very important in the
delivery of supplementary services, which
are more outsourced than the core services.

The following criteria for selecting
service suppliers in different countries are
used by companies: reliability and
performance of the supplier, quality control
ability, reputation and experience and costs
with salaries and training programs. Factors
from economic, political, cultural and legal
environments are also important.

Firms should focus on core services and
outsource supplementary services using
strategic partnerships with suppliers in order
to control better the quality of services
provided.

Financial
Rank Country attractiveness
1 India an
2 China 262
3 Malaysia 278
4 Egypt 310
5 Indonesia 3.24
6 Mexico 268
7 Thailand 305
B Vietnam ann
9 Philippines 318
10 Chile 244
1 Estonia R
12 Brazil 202
13 Latvia 2.56
14 Lithuania 248
15 United Arab Emirates 241
16 United Kingdom 091
17 Bulgaria 282
18 United Statas 0.45
19 Costa Rica 2.84
20 Russia 248
A Sri Lanka 3.20
2 Jordan 2497
i} Tunisia 3.08
M Paoland 214
% Romania 254
2% Germany 0.76
7 Ghana an
28 Pakistan 323
Fu: | Senegal 323
30 Argentina 245

3. Results and discussions

AT Kearney’s Global services Location
Index analyzes and ranks the top 50
countries as the best destinations for
providing outsourcing services. The score
obtained by each country is composed of a
weighted combination of relative scores on
39 measurements, grouped in three
categories: financial attractiveness
(compensation costs, infrastructure costs,
tax and regulatory costs), people and skills
availability  (labor force availability,
education, language, worker attrition rates,
business-process experience and skills) and

business  environment  (political and
economic environment, physical
infrastructure, cultural adaptability and

security of intellectual property).

Table 1
People skills Business
and availability environment Total score
276 114 10
255 13 6.49
1.38 183 5.93
1.36 1.35 5.81
1.53 1.01 5.78
1.60 144 872
1.38 1.29 5.72
119 124 5.69
1.31 116 5.65
1.7 182 5.52
0.95 224 5.51
207 1.38 5.48
093 1.96 5.46
093 2 543
0% 205 5.41
7% 2.3 541
068 167 5.37
288 2m 535
054 1.56 5.34
1. 1.07 5.34
0.95 111 5.26
omn 1.49 5.23
081 137 5.23
1.7 141 5.23
1.03 1.65 5.21
217 22 5.20
0.69 128 5.18
116 0.76 815
0rs in 5.12
158 104 812

Source: AT Kearney’s Global Services Location Index
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The top ten positions are dominated by
Asian countries like India, China, Malaysia,
Indonesia,  Thailand, @ Vietnam  and
Philippines [7].

The most important advantages of India
are: low salaries for highly skilled
employees, friendly government policies,
infrastructure investment [8].

In the field of tax concessions
entrepreneurs building infrastructure
facilities benefit from a full five year tax
exemption. A full tax exemption is granted
to industrial units established in Free trade
Zones, in Electronic Hardware Technology
Park or Software Technology Park and for
100% Export Oriented Units. All profits
derived from export of computer software
are deductible in computing taxable income.
Exporters of goods or merchandise are also
allowed 100 percent deduction in respect of

profits derived from export trade in
computing the taxable income. There are
many other tax exemptions for New

Industrial Projects in under-developed areas,
for Power Generating Sector and deduction
of expenditures for Scientific Research [11].
A research conducted on the European
outsourcing market revealed that in Finland,
Spain and the UK, the highest percentage of
outsourcing is used in IT services, such as

Outsourcing service attractiveness index

application
services [10].

Automotive companies in Europe have
outsourced 42% of their IT services.
Services such as sales and procurement
remain among the least outsourced.

Among the services outsourced by
companies can be mentioned: legal services,
facilities management, payroll services,
logistics, call centre and customer support
and design and engineering.

The reduction of costs and efficiency
improvements were the most important
reasons for using the first generation of

development and payroll

outsourcing contracts. Efficiency
improvements, access  to specific
knowledge, quality improvements and

standardization of services were the most
important targets of the second generation
outsourcing contracts.

4. Romania’s advantages
outsourcing market

on global

In order to assess the advantages of
Romania in outsourcing we can use an
adaptation of the index of outsourcing
services attractiveness developed by neolT
in table 2.

Table 2

1. Financial advantages

Labour costs and other costs for doing
business

Tax incentives

2 Quality of services offered

Suppliers’ experience and expertise

Data security and protection

Confidentiality

3 Human resources

Foreign language skills

Flexibility

Education and work ethics

4 Infrastructure

IT and commercial infrastructure

General infrastructure

5 Macroeconomic environment

Government incentives

Political risk

Cultural compatibility

Level of corruption and bureaucracy

Source: adapted from www.neoit.com
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More than 100 universities in Romania
offer qualified engineers, having also very
good language skills. The high productivity
and creativity of Romanian specialists are
important advantages on the world
outsourcing market. The cost of labour in
the IT sector is low and the quality of work
is very good, staff being creative and
motivated [9].

The strong multilingual skills of the
employees in the IT sector are important
advantages, the English fluency rate being
more than 80 percent, French and German
languages being widely spoken.

The average time to start a new business
in Romania is 10 days, a shorter period than
the regional average.

The number of certified specialists places
Romania on the first place in Europe and 6™
in the world, having more than 30000
engineer graduates annually, of which 8000
are trained in  Information  and
Communication Technology. There are
more than 64000 specialists in the IT sector.

The service providers from Romania
combine high technical proficiency with
very good communication skills and
flexibility.

Many international companies like
Siemens, Microsoft, Oracle, Intel and
Amazon have invested in Romania,
focusing on high value technologies and not
only on low costs.

Business culture in Romania is very close
to Western Europe and America and the
advantage of distance is obvious for
companies coming from Western Europe.

Regarding taxes, specialists in the IT field
have been exempted from salary tax since
2001 in order to reduce the brain drain in
the field.

Companies do not have to pay taxes on
buildings and land within industrial parks
and the dividends reinvested for creating
new jobs are exempted from taxes [12].

Another important tax incentive is linked
to accelerated depreciation of equipments,

machinery and computers used in R&D
activity.

In comparison, in Vietnam, import taxes
for IT products were kept low and several
incentives for It companies were
introduced. Businesses from software
production and services, local and foreign
investments have been exempted from the
tax on profits for 4 years. Software products
have a zero VAT. The creation of a
software company is much easier than the
creation of companies in the advertising
field, the latter being considered more
sensitive to the socio-political climate. The
government has promoted the development
of a modern software park, opened in
March 2001, having more than 10000
programmers. Another source of capital and
trust is the Vietnamese diaspora, having
more than 1 million people working in US,
many of them in the IT industries.

5. Conclusions

The most important advantages of
Romania on the world outsourcing market
are the well developed IT infrastructure and
the quality of labour. The applications
developed by Romanian programmers are
more flexible and the delivery times are
shorter.

The good knowledge of foreign languages
leads to a closer relationship with Western
Europe from the cultural point of view and
represents a key advantage in comparison
with India, China and Russia.

Funds allocated by the government to
education and research should be increased
in order to have a strong educational system
that supply engineers, scientists and
knowledge workers. Romania’s advantage
of high quality labor could be maintained
on long term with a strong educational
system.

The Romanian government should also
try to collaborate with foreign companies
investing in Romania to finance different
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educational programs and to create different
training programs.

Regarding the economic and fiscal
policies, the government should use them to
attract more foreign investors and part of
the models implemented by India, China
and Vietnam could be successfully
implemented in Romania.

One of the most important disadvantages
of Romania on the outsourcing market is
related to infrastructure, which is
underdeveloped in comparison with other
European markets. Romania should create a
national infrastructure development
program, using also European funds to
develop its infrastructure.

Romania should adopt a national strategy
for attracting investors by offering them
more fiscal incentives and should try to
solve the problems linked to bureaucracy
and corruption.

On the level of service suppliers, the
culture of high integrity, ethics and
disciplines should be improved in order to
combine cost advantages with quality and
service effectiveness.

Shared Service Centers and Business
Process Outsourcing providers in Romania
are expanding their offers of innovative and
high quality services from IT and finance to
legal services, real estate management,
knowledge management and marketing
intelligence.

Romania is considered an ideal near-shore
location for captive companies- owned by
the foreign providers and for independent
suppliers and a mix of a stable business
environment, government incentives and
financial advantages will improve its
position on the world outsourcing market.
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