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The paper aims to present the impact of globalization on the IT services in the
EU countries during the pre-crisis period. The analysis of the economic performance
of the sector outlines certain development trends. The position of the EU computer
services in the world trade has been examined. The study focuses on the territorial-
organizational forms and the division of labour within the EU countries, underlining
the intraregional specifics among the new and the old member states. Special atten-
tion has been paid to the analysis of the IT services in Bulgaria.
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BJIMSAHUE HA TJIOBAJIM3ALIUATA BbPXY
UT YCIIVI'UTE B EBPOIIEMCKUA CbBIO3
[NPEAM CBETOBHATA UKOHOMUWYECKA KPU3ATA

Tlonu Pyrosa, Mapuan Bvpbanos, Anexcanopa Pasnauxa

AbcTpakT: CraTusara MpeAcTaBs BaKHU acIIeKTH Ha BIUSHUETO HA TIIO0am3a-
uusita Bbpxy passutuero Ha U'T cekropa B EBponeiickusi cbio3 B Iepro/jia Npeiyd cBe-
TOBHATa MKOHOMHUYECKa Kpu3a. B pesynarar Ha miobanm3anusara ce Ch3AaBaT MHOTO
HOBH TTOJICEKTOPH ¥ HOBH I1a3apH B Pa3BUBAIIUTE C€ NKOHOMHKH, a IIOTPEOJICHUETO B
CBETOBEH Marrabd Obp30 HapacTBa. 3acHICHAaTa TPOCTPAHCTBEHA MOOMITHOCT Ha TE€3U
YCIIyTUTE C€ CHIIPOBOXKAA C UTCH3U(HUKAI Ha MpoAyKToBaTa creruanu3anus. UT
cextopsT B EC e n3npaBeH npen npean3BUKaTENICTBATA HA CHITHATA KOHKYPEHIIHS OT
cTpaHa Ha ObP30 pa3BUBAIINTE c€ MKOHOMHUKH. OOEKT Ha TOBA U3CIICABAHE € TIOACEK-
TOPBT ,,KOMIIOTEPHH YCIYTH U cOpTyep U B cTaTHATa ca IPECTaBeHN TCHACHIINNTE
B pa3zButueTo UM B EC u MACTOTO UM B CBETOBHATa THPIOBHUS B TOAWHUTE MPEAH
Kpu3aTta. AHaNM3upaHu ca ¥ (popMUTE Ha TEPUTOPHATTHA OPTaHU3AIHS U Pa3BUTHETO

! Department of Geography, NIGGG — BAS
poli.roukova@gmail.com; marian.varbanov(@gmail.com; ravnachka@abv.bg

12



Ha KOMITIOTBPHUTE YCIIyTH U copTyep B bbarapus. M3cnenBanero nokassa, 4e B Ie-
puona npeayu kpusara Te3u ycayra B EC oTGensizBar 3HauMTENEH PhCT B PA3BUTHETO
CH KaKTO IO OTHOIIIEHHE Ha HKOHOMHYECKUTE TM0KA3aTeln, Taka U M0 OTHOIIEHUE Ha
3aeroctra. EC € nuaep B cBeTOBHAaTa ThPrOBUs C KOMIIOTHPHU yCIyTH. BeTpem-
HOPErHOHAJIHOTO pa3NpesielieHne Ha 3aeTOCTTa IMOKa3Ba BHCOKAa TEpUTOpHAlIHATa
KOHLIEHTpAaLMsl BbB BOJAELIUTE 3aMaHOEBPOINEHCKH UKOHOMUKU. 3HAUUTENEH pPBCT
pErucTpupar M HOBUTE CTPAHU-UJIEHKH, KOUTO CE€ HapeKaaT Ha TPETO MSCTO B CBETa
0 MpUBJIEKATETHOCT 3a ayTcopcuHr cnen Munns u Kurail.

Knrouosu oymu: tnodanmzanus, UT cextop, pazaeneHne Ha Tpyna, TEPUTOPHATHA Op-
TaHU3aNus

INTRODUCTION

The globalisation of the sector Information and Communication Technologies
(ICT) has been unusually intensive in the last decade. ICT application have an eco-
nomic impact on the increase of gross value added, gross domestic product, labour
productivity, production efficiency, and labour cost formation. The globalisation has
led to creation of new subsectors of production and markets of the sector in the devel-
oping economies and to their consumption increase on a world scale. The increased
spatial mobility of the services is accompanied by a tendency of products specializa-
tion intensification. The ICT services in the EU face up more and more severe com-
petition of the fast-developing economies, which seize whole sub-sectors.

The ICT sector consists of wide range of manufacturing and service activities,
producing ICT products and ICT services separately or combined. According to the
European Classification of Economic Activities, “computer and related activities*
(NACE 72) are a branch of business services and it has six sub-branches. According
to the methodology of the World Trade Organization (WTO), computer services in-
clude services related to hardware and software and data processing. The main objec-
tive of this report is the computer services and software.

DEVELOPMENT TRENDS OF THE EU COMPUTER SERVICES

EU computer services registered significant growth of economic performance
and jobs in the years before the crisis. The European computer services (NACE 72)
are presented by 580 000 enterprises with turnover of €407,7 billion and about 3,01
million people employed in 2007 (Fig.1). The software (code 72.2) creates approxi-
mately 70 % from the turnover of the sector computer services and related activities.
In 2007 the turnover has increased by €95.7 billion and the number of employed — by
442000 in comparison with 2004. Bulgaria and Romania contribute with 79,7 thou-
sand people only to the increase of the employed during 2007.

Computer services companies account 70% of all firms of the ICT services, and
the largest number of them is software companies. SME are 99% (micro and small
are 95%) of total number of firms in the branch, and they have 69% of employment,
58% of turnover and one fifth of VA (value added) (FWC Sector Competitiveness
Studies, 2009).
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Fig. 1. Turnover (right scale) and employed persons (left scale) in computer
and related services in EU27. Data source: EUROSTAT, 2010.

In EU27 computer services generate €199.3 billion value added at factor cost
and it increased by €45.5 billion in 2007 in comparison with 2004, and Bulgaria and
Romania participate with €1.106 billion. Its regional distribution shows that Great
Britain generates 30 % from VA, Germany — 17%, France — 14%, Italy — 10% (FWC
Sector Competitiveness Studies, 2009). NMS (new member states) participate with
17% from the employed and 5% from VA in the computer services of EU27.

The importance of computer services in EU 27 economy measured as a share
of employees to the workforce and its share of national GDP are 1,23% and 2,65 %
respectively. The countries with shares higher than the average ones of EU27 are
Sweden, UK, Ireland, Netherlands and Finland, with shares around the average ones
are Germany, France, Italy, Austria and Czech Republic. Spain, Portugal, Greece and
the rest of NMS have much lower shares (PAC Report D2, 2009).

Computer services and software are knowledge intensive high tech services with
intensive R&D investments in human resources. In 2007 about 3,01 million people
were employed in computer services (fig. 1). The studies on the employment in ICT
services show that approximately 50 % from the employed in the sector work in com-
puter services and software. The regional structure of the EU computer services em-
ployment outlines that in the leading countries Great Britain, Germany, France, Italy
work more than the half (or 61%) of the employed in the sector and when are added
Spain, Netherlands, Sweden and Poland, their share increases to 82%. Although with
small percentage from the total employment in the sector, the employment in this
field marks significant rise in particular EU countries — Ireland, Romania, etc.

Labour cost is the primary driven force in the geographical shift of produc-
tion and services. As for the variable “wage adjusted labour productivity” almost
all the NMS have values above the average for EU27 (130%), with the exception
of Hungary and Estonia which have lower values. This fact contributes to NMS at-
tractiveness as sourcing destinations. On the other hand, presence of highly skilled
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specialists in these countries cuts the expenses for R&D investments in human
resources.

EU COMPUTER SERVICES IN THE WORLD TRADE

EU was still a leader in the world trade of computer services in 2008. The world
trade of computer services marks a growth and in 2008 it reported a turnover of 232.5
billion dollars, as the export is rated at 157.5 billion dollars, and the import —at 75 bil-
lion dollars (WTO, 2010). The world structure of computer services trade shows that
the main participants of the world market do not change their positions significantly
during 2005-2008. EU takes the leading position with share of 60%, as about two

Major exporters of computer services 2005-2008, share (%)
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Fig. 2. World export structure of computer services. Source: WTO data, 2010
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Fig. 3. World import structure of computer services. Source: WTO data, 2010
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Fig. 4. Asymmetry of trade of computer services. Source: WTO data, 2010

thirds of them is due to the intra-EU trade. Till 2008 the absolute values show that
computer services export increases in almost all countries, except for the USA where
some decrease occurs (fig. 2). India, which ranks second world exporter, diminishes
the difference with extra-EU export from 2.1 billion dollars in 2004 to 0.2 billion
dollars in 2008.

In the structure of world import insignificant changes are registered in 2004—
2008 (fig. 3). Hence, the absolute values evidence that import increase for EU is
about 1.6 times, for USA, Brazil and Canada — about twice. The lowest is the increase
for India — only 0.7.

The importance of intra-EU trade in terms of value and of weight of computer
services confirms the statement of strong integration of the regional European market
in the sector.

In 2008 the active trade balance of EU 27 increases with 127% (51.6 billion
dollars), as intra-EU trade balance grew with 100%, and extra-EU trade balance with
152% compared to 2005. The asymmetry of trade of main world regions and coun-
tries is presented on figure 4.

TERRITORIAL ORGANIZATION: CLU STERS AND HUBS

Some scholars define the area of regional concentration of ICT services in West
Europe as ‘blue-banana of Europe’. It includes South UK, BENELUX, and Denmark,
the region of Ile-de-France, France and West parts of Germany, North Italy and Spain.
ICT services industry has formed clusters around large cities, and powerful TNC are
the core of these clusters. Well developed ICT clusters in OMS (old member states)
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Fig. 5. Distribution of employees in European IT services in 2009
Source: European Cluster Observatory, 2010

are KISTA, Stockholm (Sweden), Baden Wiirttemberg (Germany), London, Oxford
and Cambridge (UK), the regions of Madrid and Barcelona (Spain), Oulu (Finland).
The largest software cluster is the area of Dublin in Ireland (Irish cluster). In recent
decade new ICT clusters have been established in the NMS and often they are in the
regions of capital cities (FWC Sector Competitiveness Studies, 2009). The
map shows the distribution of employees in IT services in Europe (fig. 5).

The recent trends in space organization of some global industries are hubs, which
‘are open to the full force of global economy, both positive and negative, in ways that
clusters are not. Hubs learn faster and more broadly, but experience the turmoil of
globalisation more actually than places that are less connected to the global chains.’
(Gereffi et al., 2004).

The sector is highly labour-price sensitive. It needs R&D protection and data
security, political stability and national security (PAC Report D2, 2009). In this con-
text the CEE (Central and East European) countries are attractive as sourcing region.
Although they have small shares in EU27 software industry, experts have foreseen
better growth rate of almost 100% than in OMS in next couple of years ranking
NMS attractiveness at the third place after India and China (PAC Report D2, 2009).
Hungary was excluded of some of these prognoses because of its fiscal problems
during the period.
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COMPUTER SERVICES AND SOFTWARE IN BULGARIA

IT development is one of the priorities in social-economic development of the
country in the last decade. Bulgaria is among the preferable East-European coun-
tries for off-shoring of software services. The country ranks eighth in the world on
the index absolute number of certified IT specialists and third on relative share at
the beginning of 21 century. In 2006 Bulgaria for the first time was listed in A. T.
Kearney Global Services Location Index. The study includes 40 countries, selected
on the basis of corporate input, current remote services activity, and government
initiatives to promote the sector. Bulgaria is ranked 15 for 2005, and 17 for 2011.
Despite this lowering of position, Bulgaria retains its better indexes in comparison
with CEE countries similar in economic development. It leaves behind countries like
Poland, Hungary and the Czech Republic, which have already won recognition. The
gradual trend of assessment change compared to sharp fluctuations for the rest coun-
tries shows a relative stability of this sector.

The comparison of key economic indexes shows a significant growth in the sec-
tor development for the period 2000-2007. The number of enterprises in the sector
has increased with 54%, and of the employed with 222%. The turnover has increased
almost 5 times, and value added at factor cost has risen 8 times (EUROSTAT data).
As a consequence from the global financial crisis, in 2008-2009 the sector reported
a decrease in turnover and revenues. According to an expert evaluation, in the sector
export structure based on destinations the EU share is 74%, and US share is 26%.
The software services are more than a half of the export, and the software products
are over Y from the export of the computer services. The largest investments in the
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Fig. 6. Annual Global Services Location Index of selected CEE countries for 2005-2011.
Source: Bulgarian Software Industry, 2008
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sector were done by Germany (SAP, Software AG, Nemetschek AG) and the USA
(HP, IBM, and Tumbleweet).

In 2007 the number of companies operating in software (NACE 72.22) was 275
and 38% of them are off-shore companies. There were 25 local R&D centers of for-
eign companies and only 15 firms sold their own products abroad. Revenue from
software industry accounted for €57 million in 2007 and it increases twice in com-
parison with revenue in 2001. The prevailing part of Bulgarian firms for software and
computer services are small and medium of size and more of them have been set up in
90s, whereas the foreign firms are big — HP (more than 1200 employees), SAP (over
500 employees). According to the national statistics, the number of employees in IT
services are 14 800 and the employees in software are 5 600 persons (2009). In this
sector there is s large number of temporary employees who are unregistered by the
statistics, thus the experts have assessed the real figures with about of 25-30% higher.

Findings from firm survey 2005. A survey shows that USA, Germany, Great
Britain and Netherlands off-shored the largest orders to Bulgaria. FDI were concen-
trated in big towns — Sofia, Plovdiv and Varna. The most important reasons of off-
shoring to Bulgaria were the highly qualified specialists, their innovative and creative
way of thinking, as well as the certified firms having capacity to accomplish big and
full-scale projects.

More than half of the firms exported software at 100% subcontracting base.
Software firms were dominated by SME, working as second and third layer subcon-
tractors to bigger software firms in the country. The survey showed that 63,8% of
the firms were part of international subcontracting networks and 27,6% were part
of national subcontracting networks. Firms estimated their own advantages in get-
ting orders from foreign partners ranking the reasons as they follow: 1 — Expertise,
2 — Reliability, 3 — Appropriate technology/equipment and 4 — Low labor costs.
Continuous improvement of quality and decrease of expenditures were envisaged
by firms as a response to the global competition. Due to the foreign orders 62% of
firms increased their revenues and profits, and there were no change for 28% of the
respondents (Roukova et al., 2010).

Despite the significant increase of labor costs in the branch during the recent
years, the Bulgarian software firms still gain from globalisation.

Bulgaria is a preferable partner for accomplishment of custom software and
software applications, requiring highly qualified expertise and secure reliability. The
domestic market of IT services is fast developing.

CONCLUSIONS

EU computer services registered significant growth of economic performance
and jobs. EU was still a leader in the world trade of computer services in 2008. The
regional structure of the EU computer services employment outlines that in the lead-
ing countries Great Britain, Germany, France, Italy work more than the half (or 61%)
of the employed in the sector and when are added Spain, Netherlands, Sweden and
Poland, their share increases to 82%. The sector is highly labour-price sensitive. It
needs R&D protection and data security, political stability and national security (PAC
Report D2, 2009). In this context the CEE countries are attractive as sourcing region.
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Although they have small shares in EU27 software industry, experts have foreseen
better growth rate of almost 100% than in OMS in next couple of years ranking NMS
attractiveness at the third place after India and China (PAC Report D2, 2009).

Acknowledgement: This paper presents a part of our research and papers under the project
“Territorial impact of Globalisation on Europe and its Regions®, program ESPON 2013,
EC.; The survey data of Bulgarian software firms were obtained in 2004-2005 under project
“Moving Frontier: the changing geography of production in labour intensive industries®, the
Sixth FP, EC.

REFERENCES

Gereffi, G. (1994) The Organization of Buyer—Driven global Commodity Chains: How US
Retailers Shape Overseas Production Networks. — In: G. Gereffi and ME. Korzeniewicz
(eds.), Commodity Chains and Global Capitalism (Westport, CT: Greenwood Press).

Roukova, P., Sp. Keremidchiev, M. Ilieva (2010) Bulgarian Industry on the Way of
Globalisation. — In: Geography and Regional Development. Proceedings from the
International conference ‘Geography and Regional Development’. BAS, Sofia,
pp.168-176

*#% Bulgarian software industry, 2008

*** FWC Sector Competitiveness Studies, 2009

*** PAC Report D2 — The European Software Industry Economic and Social Impact of Software
& Software- Based Services Smart 2009/0041, Pierre Audo in Consultants SAS (PAC),
2009.

*#% Eurostat, http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat’home

*#% World Trade Organization, http://www.wto.org/english/res_e/statis _e/statis_e.htm

**% http://www.acte.net/content/links/maps.htm

**% http://www.clusterobservatory.eu/index.html#!view=mainmenu

20



