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Abstract 

In this paper I analyze the role of internal and external restructuring in financial services 
over the business cycle. In financial services – as described in Schumpeterian literature – 
external restructuring including resource and production relocation is more intensive 
during recession periods while intensive internal restructuring accompanies expansion 
periods. As external restructuring encompass business processes fragmentation and 
offshoring of services, I also argue – taking into account historical evidence – that 
current economic crisis would result in growing service offshoring in financial service 
sector. I expect that many financial service companies would relocate part of their 
business processes abroad, where operating costs are lower, as they find that external 
restructuring via offshoring is the way to survive. This, in turn, will be the most possible 
result in growth of service offshoring projects located in CEE and Asia, as these two 
locations were the most attractive ones in recent years for service offshoring. The 
process is reflected by growth of FDI outflows from developed economies to CEE and 
Asia as well as growth of business and IT services trade between the mentioned 
economies. However, I also expect that in short run (one year perspective) we will 
experience tremendous decrease of FDI flows including investment in service offshoring, 
nevertheless the share of FDI flows related to service offshoring in total FDI flows will 
increase. In medium term perspective we expect both increase of total FDI including 
these related to service offshoring. 
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1. Introduction 

Business cycle definitively affects financial services what is clearly seen in FDI statistics 

and financial results of all companies operating in this sector. Internal and external 

restructuring are expected as a chance for business improvement and have been going 

through dramatic changes since the middle of 2008. As it is proved in Schumpeterian 

literature, that restructuring is more intensive in crisis than internal restructuring, which 

accompanies expansion periods (Schumpeter, J.A., 1982, 1939). Ongoing financial crisis, 

the worse in the last 60 years, raises numbers of projects external restructuring 

including resource and production relocation.  

As external restructuring encompass business process fragmentation and offshoring of 

services, I also state – taking into account historical evidence – that current economic 

crisis would result in growing service offshoring in financial service sector.  

I expect that many financial service companies would relocate part of their business 

processes abroad, where operating costs are lower, as they find that external 

restructuring via offshoring is the way to survive. Data reported by UNCTAD in World 

Investment Prospects Survey 2009-2011 augurs this trend in FDI flows.  

This, in turn, will be the most possible result in growth of service offshoring projects 

located in CEE (a detailed analyze: Poland, Hungary and Czech Republic), as these 

locations were the most attractive in the recent years for service offshoring. The process 

is reflected by growth of FDI outflows from developed economies and FDI inflows in CEE 

and Asia as well as growth of business services trade between the mentioned 

economies.  

However, it is expected that in short run (one year perspective) we will experience slight 

decrease of FDI flows including investment in service offshoring, nevertheless the share 

of FDI flows related to service offshoring in total FDI flows will increase. In medium term 

perspective we expect both increase of total FDI including these related to service 

offshoring. 

 

2. Offshoring investment in financial services  

Recent achievements of globalization have already outlined the obvious path for further 

business developments. High-speed fiber optic networks, development in 

telecommunication and information technologies resulted in enormous integration of 

financial markets and intensification of cross-border flow of services. Low-cost labor, 
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labor cost reduction, but well skilled, developed technology services, and back office 

work specialization seem to be additional factors affecting in improvement of country’s 

comparative advantage.   

Production in China, call-centers in Philippines, software development centers in Russia, 

financial services in Poland or back-office in India are famous examples of successful 

offshoring specialization. Unfortunately, current recession effects are expected to be 

resulted in trade in services as well as FDI done by financial institutions, and TNCs.  

Business service offshoring faces numbers of distortions due to the economic crisis, that 

shocked financial markets as in developed well as developing countries. Financial 

services institutions, main victims of the crisis, are the main clients of business services 

providers from India, Russia or Poland. More than 40% of Indian IT and business service 

export is delivered to banks and other financial companies world-wide. Accordingly, 

European and American financial institutions have already reduced their outsourcing 

activities consequently to the financial crisis. They have cut their IT contracts by nearly 

30 percent in 2008 compared to the previous year (Meyer, 2009). According to recent 

Bloomberg reports, foreign direct investment in China has dropped down for the sixth 

month. FDI totaled US$8.5 billion in March, decreased by 9.5% comparing to the last 

year (March to March). As the response to the global economics crisis investors froze 

businesses. Consequently investment fell 20.6% to US$21.8 billion. 

With above exception, another official statistics published by now do not reveal many 

crisis effects in particular industry. Nevertheless, the UNCTAD survey findings, and some 

historical data 1997-2007 presenting the effects of crisis in 2001-2003 in trade and FDI in 

financial services prove the theories of internal and external restructuring in crisis. 

Outsourcing, especially business process outsourcing in financial institution enables risk 

transfer, management and compliance to third parties who may not be regulated, and 

who may operate offshore. Service provider operates with specialization and cost-

reduction due to economies of scale, so that the most important goal of business 

recovery plans in crisis is cost reduction.  

Crisis symptoms are usually seen on FDI flows. The time of crisis at the beginning of XXI 

century is revealed in the value of FDI, which has been substantially declining in 2001-

2003. FDI inflow reached minimum value in Poland at the end of 2002, and in OECD 

countries at the end of 2003. But later on, FDI surprisingly increased especially in 

transforming economies, as Poland and other CEE countries. FDI flow has been recently 
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strongly affected by recession and market fluctuations. FDI has declined by half in the 

middle of 2009 comparing to 2008. Obviously many differences have occurred as in 

regions well as in sectors. 

 

Picture 1. FDI inward in Poland and FDI outward by OECD countries (mill US dollars) 
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Huge FDI inflow was the effect of improvement in economic environment, in CEE 

relatively lower cost of labor, but concurrently well-skilled, development in 

infrastructure and so on. Surprising annual growth rate of FDI in business services in 

2003-2006 was noticed in Bulgaria 77%, followed by Romania 68%, Ukraine 65% and 

Estonia 44%. FDI inward in business services in 2003-2006 has been increasing in CEE 

countries annually by 43,19% in average. 

 

Table: FDI in business services in 2003, 2005, and 2006 (mill US dollars) 
2006 2005 2003 

 Country 
FDI 
inflow 

FDI 
instock 

Av. 
annual 
growth 
2003-06 

 Country 
FDI 
inflow 

FDI 
instock 

 Country 
FDI 
inflow 

FDI 
instock 

1.   Poland     6 146.5  
 17 
064.3   

 46.7%   1.   Hungary  2 817.0   9 901.4   1.   Russia  1 134.3   na. 

2.  Russia 3 210.0  8 871.0  na. 2.  
Czech 
Rep. 

2 163.5  7 458.2  2.  Poland  584.9  5 398.1  

3.  
Czech 
Rep. 

1 955.5  na. na. 3.  Poland 1 621.5  9 072.4  3.  Czech Rep. 439.7  4 058.6  
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4.  Bulgaria  1 911.2  3 126.5  77.2%  4.  Russia 930.0  5 053.0  4.  Estonia  209.9  1 252.9  
5.  Romania  1 250.2  4 080.1  68.5%  5.  Romania  834.6  1 979.5  5.  Romania  204.8  851.3  
6.  Latvia 312.3  1 387.7  21.3%  6.  Bulgaria  744.2  1 277.9  6.  Bulgaria  190.9  560.5  
7.  Lithuania 206.8  829.2  31.6%  7.  Latvia   62.2  523.9  7.  Hungary 159.2  7,086.0  
8.  Croatia  134.3  400.5  12.2%  8.  Slovakia  61.2  544.2  8.  Ukraine  154.1  348.0  
9.  Slovakia  117.9  933.5  39.6%  9.  Croatia 26.2  310.5  9.  Croatia  111.6  283.3  
10. Estonia  84.3  3 778.9  44.4%  10. Estonia  -29.4  3,140.4  10. Latvia  65.1  777.1  
11. Slovenia  b.d. 1 10.5  25.2%  11. Lithuania -73.1  814.7  11. Slovakia   46.9  342.6  
12. Ukraine  b.d. 1 572.0  65.2%  12. Albania   10.7  12. Lithuania  22.8  363.6  

Source: UNCTAD/ITC-CCI (2008). 

 

A substantial change in the structure of FDI cannot be missed. First of all, there is a 

growing value of FDI outward in services. Secondly, services are more and more 

important in total value of FDI flows. But what needs to be stressed that a growth in the 

value of FDI flow of financial intermediation or Other business activities refers to 

growing interests of this investors in starting business abroad. (Eller, M., Haiss, P., 

Steiner, K., 2006). Picture below presents the value of FDI outward (investment done) in 

following sectors: financial intermediation and other business services from OECD 

countries.  

Picture 2. FDI outward in OECD countries (mill US dollars) 
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Note: Aggregated data for: Austria, Belgium, Denmark, Finland, France, Germany, Italy, 

Japan, Netherlands, Spain, Sweden, United Kingdom, United States. 

Source: OECD 
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The second part of 90s was the time, when foreign investors in Other business services  

just entered onto the market. A slight decrease in investment is noted in 2001-2002, but 

after that time,  other business FDI outward from OECD has been increasing. The year of 

2004 started with a substantial increase of FDI outward done by financial institutions 

and also by firms that started their business on foreign markets and prepared to serve in 

business services such as: legal, accounting, management consulting. Growing value of 

Other business activities investment affects further offshoring activities in countries, 

where investments are placed. 

That expresses in further increase in export services from the country where investment 

was placed to the investors’ home country.  

Picture 3. presents a growing value of import of services by OECD countries. Increase in 

import gives the evidence  to of growing importance of offshoring services, alike Other 

business activities.  

Picture 3. Import of Services, Other business services and financial services (mill US 
dollars) 

TOTAL SERVICES
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Note: Aggregated data for: Australia, Austria, Belgium, Canada, Czech Republic, 

Denmark, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, 

Korea, Luxembourg, Mexico,  Netherlands, New Zeland, Norway, Poland, Portugal, 

Slovak Republic, Spain, Sweden, Switzerland, Turkey, United Kingdom, United States. 

Source: OECD  
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We show the tendency of growth as FDI as well as import services in OECD countries. 

We state that the role of services in international cooperation will be getting more and 

more important. So far, the index of outsourcing of services is extremely low.  According 

to OECD, average index was 0.08 for services in 2000 and 0.07 in 1995, whereas index 

for goods: 0.35 in 2000 and 0.31 in 1995. 

  

Picture 4. Index of outsourcing abroad of services 

 

Source: OECD, Input-Output database. StatLink: 
http://dx.doi.org/10.1787/731357412480  
 

The lowest index of outsourcing abroad of goods in China, United States, and Japan  is 

around 0.1-0.15, and still it is higher than average index of services.  

This index was counted on the basis of the output-input tables 1995 and 2000. 

Obviously, updated tables will provide a new results that prove growing importance of 

services in international cooperation.  

Taking into account the effects of FDI in business services (done by financial 

intermediations and Other business activities) on international cooperation – trade in 

services, we would expect any correlation between1.  
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For aggregated data of 30 OECD countries the strongest relation (basis on the Pearson 

correlation)  is found in FDI outward in financial Intermediation and import of Other 

business services. However, the results are more interesting for particular countries 

from CEE region: Poland, Czech Republic and Hungary, which are expected to be an 

important FDI receivers. These countries have been pointed to deeper analyze of the 

regression. 

 

Developed countries 

Pearson 
correlation 
coefficient 

FDI outward in 
Financial 

Intermediation 

FDI outward in 
OBA 

Import of Financial 
Services 

0.5173 0.9087 

Import of OBS 0.4621 0.9098 

1 – strong relation 

0 – no relation   

Aggregated data: Austria, Belgium, Denmark, Finland, France, Germany, Italy, Japan, 

Netherlands, Spain, Sweden, United Kingdom, United States. 

 

Correlation coefficient in Poland and Hungary suggests, that the strongest relation refers 

to the relation of inflow of FDI in Other Business Activities to Export of Other Business 

Services. This result confirms the expectation, the base of many published comments of 

growing value of offshoring investment in CEE countries. It is expected that increasing 

values of foreign investment is concentrated on legal advisory, accounting and auditing 

activities, consultancy and market research2.  Enumerated services will obviously result 

                                                           
2 NACE code K.74: legal activities, accounting, book-keeping and auditing activities; tax 
consultancy, market research and public opinion polling, business and management 
consultancy activities, management activities of holding companies, architectural and 
engineering activities and related technical consultancy, technical testing and analysis, 
advertising, labor recruitment and provision of personnel, investigation and security 
activities, industrial cleaning, miscellaneous business activities n.e.c., photographic 
activities, packaging activities, secretarial and translation activities  
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in growing number of offshoring projects located in the economy and consequently in 

increasing in export of Other business services (the statistical category, which make it 

possible to assess the values of offshoring in the country). 

 

Poland 

Pearson 
correlation 
coefficient 

FDI inward in 
Financial 

Intermediation 

 
FDI inward in OBA 

Export of Financial  
Services 

0.6706 0.7685 

Export of OBS 0.6634 0.9084 

 

Hungary 

Pearson 
correlation 
coefficient 

FDI inward in 
Financial 

Intermediation 

 
FDI inward in OBA 

Export of Financial  
Services 

0.6890 0.5481 

Export of OBS 0.6808 0.8177 

 

 

Czech Republic 

Pearson 
correlation 
coefficient 

FDI inward in 
Financial 

Intermediation 

 
FDI inward in OBA 

Export of Financial  
Services 

-0.0287 0.8660 

Export of OBS 0.4848 0.2187 

 

High correlation in FDI inward in Other business activities and export of Other business 

services draw out attention to the value of this indicators. We checked Polish results in 

export of Other business services with the respect to FDI inflow of Other business 

activities.     
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Picture 5. FDI inflow in Other business activities with  the relation to Export of Other 
business services in Poland (mill US dollars) 
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Source: OECD 

 

There has been revealed a relationship between these two values. The picture above 

presents how above analyzed values were increasing. Concluding, we can state, that the 

growth in FDI inflow in Other business activities, was directly followed by the increasing 

values of export of Other business services3.  

 

 

                                                           
3 According to OECS, Other business services: merchanting and other trade-related 
services, operational leasing services (rental), legal, accounting, management consulting, 
and public relation services, advertising, market research and public opinion, polling 
services, research and development services, architectural, engineering and other 
technical services 

 



 

Picture 6. FDI inflow in Other business activities with  the relation 
business services in Hungary (mill US dollars)

Source: OECD 
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. FDI inflow in Other business activities with  the relation to Export of Other 
business services in Hungary (mill US dollars) 

alyze of the regression functions in Poland, Hungary, Czech Republic and OECD 

after detailed observation of offshoring projects imposed in Poland. Many 

investors from the sector Other business activities started their businesses a few years 

ago, and serve other foreign companies in business activities. (Bevan, A., 

So their business activity pull export value up (see Annex).  
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CZECH REPUBLIC 

51.0

363.0866.003.1636

2

)518.0()34.0()298(

=

++=

R

FDIFDIE inOBAinFIOBS

  

 

OECD 

45.0

027.09986.01.207998

2

)147.0()523.0()56.81785(

=

−+=

R

FDIFDII outOBAoutFIOBS

 

 

Source: data for analysis from SourceOECD web-site 

 

Presented regression functions demonstrate different relationship between FDI inflow in 

Other business activities and Financial intermediation to export or import of Other 

business services. After the analyze of previous evidence, we expect a strong 

dependence FDI and export of services in CEE countries. The relationship between FDI 

and Import is also expected in developed countries.  

The regression function counted for Poland revealed strong impact of FDI inflow in 

Other business activities on export of Other business services. Rising activity of foreign 

investment in Other business activities entails export growth in Other business services.  

Hungary or Czech Republic do not characterize that phenomenon than Poland does. 

In terms of the investing countries, in OECD countries there is a negative correlation 

between FDI outflow in Other business activities and Import of Other business services. 

Moreover, the constructed data is not completed and the model is weak.     

 
3. Conclusions  
 

This paper investigates effects of foreign direct investment in financial services 

expressed by export results. The empirical results allow to make three important 

statements. First of all, we face with overall trend of growth of services, and the growth 

will be continued because companies tend to outsource a growing share of their 

business support functions (accounting, computer maintenance, contact with 

customers, generally “Other business services”) to external provides of services and 
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these services become more and more important in international trade (Ouyang, M., 

2005). 

According to UNCTAD survey (UNCTAD, 2009) food and beverages and business services 

are among the industries whose FDI plans over the next three years are the most 

optimistic. Business services sector is less affected by crisis, because it is not so sensitive 

than manufacturing is. There are a plenty of optimistic prospects for growth of this 

sector in mid-term, especially in CEE countries, where FDI inflow in Other business 

activities is concentrated.  

Secondly, Polish export of business services, characteristic for offshoring is mainly driven 

by FDI inflow in Other business activities. So that, ongoing crisis probably accelerates 

this trend due to many companies recognize offshoring as an opportunity to reduce 

internal costs by externalizing non-core business activities. 

Finally, continuing trend towards a rising preferences for emerging economies in TNCs 

gives strong impetus to the trend of internationalization of services reducing the gap 

between internationalization of goods and services and intensify the specialization of 

emerging economies in financial services sector.    

The paper tackles a question if crisis will accelerate cooperation and 

restructure/redesign financial services and financial institutions suffered the most after 

autumn 2008. This question has been answered only partially, because of a lack of 

statistics in FDI as well as export in 2008. However, I would raise a general conclusion, 

that crisis in 2001-2002 affected allocation of the production processes in manufacturing 

to China and India and crisis in 2008 will result in  internationalization of services, 

relocation of services, progressive recovery of FDI – growing internationalization, a wave 

of international investment projects located in developing countries and new UE12, 

especially financial services to CEE countries.  
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Annex: 

List of service projects in Warsaw (F&A, IT, R&D centres, call centres) 

Nr. Company Country of origin Activity Languages / nr of 
employees

1. Avon Finance & Accounting 100

2. Diehl Controls USA Finance & Accounting english

3. CTM 
Teleperformance 

call center n/a

4. Dimar call center n/a

5. IBM USA
finance consulting, 

HR, logistics
english

6. Hewlett  Packard USA IT english

7. Guest-Tek Canada
centrum obsługi 

klienta / call center
english

8. Transcom Sweden n/a n/a

9. Tchibo Germany Finance & Accounting english/ 300 

10. Accenture USA
zakresie finansami, 

księgowość, 
zarządzanie 

1000

11.
Samsung 
Electronics

South Korea R&D center english

12.
General Electric 
Aircraft Engines

USA R&D center english / 150

13. Microsoft USA R&D center english

14. Thomson USA IT n/a

15. TNT Express The Netherlands IT n/a

16. ABN AMRO The Netherlands centrum obsługi 
klienta

590

17. Guest-Tek Canada Service center 200

18. Genpact India call center english, german

19. Cederroth Sweden R&D center english,german

20. Humax South Korea R&D center 110

21. Oracle USA R&D center english

22. SAS Institute USA R&D center english / 190

23. TopGaN Poland R&D center polski

24. CardPoint The Netherlands
centrum obsługi 

klienta
german, norwegian 

270

Source: Polish Information and Foreign Investment Agency 




