


WEB-BASED and
TRADITIONAL

OUTSOURCING

K10526.indb   1 12/2/11   8:14:54 AM



In an initiative to promote authorship across the globe, Infosys Press and CRC Press have 

entered into a collaboration to develop titles on leading edge topics in IT.

Infosys Press seeks to develop and publish a series of pragmatic books on software 

engineering and information technologies, both current and emerging. Leveraging Infosys’ 

extensive global experience helping clients to implement those technologies successfully, 

each book contains critical lessons learned and shows how to apply them in a real-world, 

enterprise setting. This open-ended and broad-ranging series aims to brings readers practical 

insight, speci�c guidance, and unique, informative examples not readily available elsewhere.

PUBLISHED IN THE SERIES

.NET 4 for Enterprise Architects and Developers 
Sudhanshu Hate and Suchi Paharia

Process-Centric Architecture for Enterprise Software Systems
Parameswaran Seshan

Process-Driven SOA: Patterns for Aligning Business and IT
Carsten Hentrich and Uwe Zdun

Web-Based and Traditional Outsourcing
Vivek Sharma and Varun Sharma

IN PREPARATION FOR THE SERIES

Scrum Software Development
Jagdish Bhandarkar and J. Srinivas 

Software Vulnerabilities Exposed
Sanjay Rawat, Ashutosh Saxena, and Ponnapalli K. B. Hari Gopal

K10526.indb   2 12/2/11   8:14:54 AM



WEB-BASED and
TRADITIONAL

OUTSOURCING

Vivek Sharma
Varun Sharma

K10526.indb   3 12/2/11   8:14:54 AM



CRC Press
Taylor & Francis Group
6000 Broken Sound Parkway NW, Suite 300
Boca Raton, FL 33487-2742

© 2012 by Taylor & Francis Group, LLC
CRC Press is an imprint of Taylor & Francis Group, an Informa business

No claim to original U.S. Government works

Printed in the United States of America on acid-free paper
Version Date: 20111117

International Standard Book Number: 978-1-4398-1055-2 (Hardback)

This book contains information obtained from authentic and highly regarded sources. Reasonable efforts 
have been made to publish reliable data and information, but the author and publisher cannot assume 
responsibility for the validity of all materials or the consequences of their use. The authors and publishers 
have attempted to trace the copyright holders of all material reproduced in this publication and apologize to 
copyright holders if permission to publish in this form has not been obtained. If any copyright material has 
not been acknowledged please write and let us know so we may rectify in any future reprint.

Except as permitted under U.S. Copyright Law, no part of this book may be reprinted, reproduced, transmit-
ted, or utilized in any form by any electronic, mechanical, or other means, now known or hereafter invented, 
including photocopying, microfilming, and recording, or in any information storage or retrieval system, 
without written permission from the publishers.

For permission to photocopy or use material electronically from this work, please access www.copyright.
com (http://www.copyright.com/) or contact the Copyright Clearance Center, Inc. (CCC), 222 Rosewood 
Drive, Danvers, MA 01923, 978-750-8400. CCC is a not-for-profit organization that provides licenses and 
registration for a variety of users. For organizations that have been granted a photocopy license by the CCC, 
a separate system of payment has been arranged.

Trademark Notice: Product or corporate names may be trademarks or registered trademarks, and are used 
only for identification and explanation without intent to infringe.

Library of Congress Cataloging-in-Publication Data

Sharma, Vivek.
Web-based and traditional outsourcing / Vivek Sharma and Varun Sharma.

p. cm. --  (Infosys press)
Includes bibliographical references and index.
ISBN 978-1-4398-1055-2 (hardback : acid free paper)
1.  Contracting out. 2.  Information technology--Economic aspects. 3.  Electronic data 

processing departments--Contracting out. 4.  Technological innovations--Economic 
aspects. 5.  Intranets (Computer networks)  I. Sharma, Varun. II. Title. 

HD2365.S53 2012
658.4’05802854678--dc22 2010035450

Visit the Taylor & Francis Web site at
http://www.taylorandfrancis.com

and the CRC Press Web site at
http://www.crcpress.com

K10526.indb   4 12/2/11   8:14:54 AM

http://www.copyright.com
http://www.copyright.com
http://www.copyright.com
http://www.taylorandfrancis.com
http://www.crcpress.com


The essence of life—in two words —knowledge and action.

K10526.indb   5 12/2/11   8:14:54 AM



K10526.indb   6 12/2/11   8:14:54 AM

http://taylorandfrancis.com


vii

Contents

Foreword.......................................................................................................xxi
Preface.......................................................................................................... xxv

ISection   General Outsourcing

  1. Outsourcing Rudiments..........................................................................3
Brief Background..........................................................................................3
The Goals of the Game.................................................................................5
Integrate, Integrate, and Still Integrate.........................................................5
Outsourcing Basics.......................................................................................7
Insourcing versus Outsourcing.....................................................................9
Offshoring versus Outsourcing...................................................................11
Business Process Outsourcing (BPO)..........................................................11
Types of Outsourcing.................................................................................11

Onshore Outsourcing........................................................................11
Nearshore Outsourcing......................................................................12
Offshore Outsourcing........................................................................12

Outsourcing Decision and Its Consequences..............................................12
Growth of Outsourcing Worldwide............................................................13

  2. Outsourcing Benefits.............................................................................15
The Strategic Call.......................................................................................15
The Various Approaches..............................................................................16
Subject Matter Expertise.............................................................................16
Technology’s Transformation Touch...........................................................16
The Cost Factor..........................................................................................17
Holistic Offerings.......................................................................................17
Speed of the Game......................................................................................18
The Engagement Players.............................................................................18
Resources Optimization.............................................................................19
Around-the-Clock Operations....................................................................20

K10526.indb   7 12/2/11   8:14:54 AM



viii  ◾  Contents

Demand Spikes...........................................................................................20
Hiring Consultants for Setup.....................................................................20
Geography Is History..................................................................................20
The Quality Imperative...............................................................................21
Reuse of Projects, Resources, Experiences, Learning...................................21
Higher Control and De-Risking.................................................................21
The Many, Many Benefits...........................................................................22
Challenges..................................................................................................23

  3. To Outsource or Not?............................................................................25
To be or Not to Be.....................................................................................25
Realities and Myths....................................................................................27
Strategy and Considerations.......................................................................28
Strategy—Differs from Market to Market, Industry to Industry................29
Strategy—Is Outsourcing Part of the Solution or Not?...............................31
Costs Evaluation........................................................................................ 34
Pre-Outsourcing Evaluation.......................................................................35
Example—Outsourcing and Banks............................................................36
Example—BPO Operations—Business and Technology Convergence.......37
Example—IT Staff in an Accounting Firm—To Outsource or Not............37
Outsourcing—Not a Final Solution in Itself...............................................38

  4. What to Outsource?...............................................................................41
Outsourcing Scope.....................................................................................41
What to Outsource?................................................................................... 42
Activities to Outsource?............................................................................. 42
BPO—What to Outsource?........................................................................45
Example—Outsourcing by Banks..............................................................45
Example—Public Relations (PR) Function Outsourcing........................... 46
Example—End Customer Management through Customer 
Relationship Management (CRM) Solutions..............................................47
Example—Corporate Receivables Outsourcing to Banks...........................48
Example—BPO Outsourcing of Sales Tax Compliance..............................50
Example—BPO—Outsourcing Support Operations..................................51
Example—Banking Operations Outsourcing.............................................51
Example—Tax Process Outsourcing...........................................................52
Miscellaneous Examples.............................................................................52

  5. Outsourcing to India.............................................................................55
Asian Economy...........................................................................................55
Brief History of Outsourcing in India.........................................................56
Where to Outsource? SWOT Analysis of Outsourcing to India.................57
Benefits of Outsourcing to India.................................................................57

The Benefits, at a Glance...................................................................58

K10526.indb   8 12/2/11   8:14:55 AM



Contents  ◾  ix

India—Preferred BPO Destination.............................................................59
Top Outsourcing Cities in India.................................................................59
Indian Vendors’ Growth Challenges...........................................................60
Example—GE............................................................................................61
Example—Awards to Indian BPOs............................................................62
Potential Countries for Outsourcing...........................................................63
India versus Other Outsourcing Destinations............................................ 64

  6. Vendor Selection....................................................................................67
Vendor Classifications.................................................................................67
Vendor Identification, Evaluation, Competency, Selection, and 
Management...............................................................................................68
Vendor Competency Evaluation.................................................................72
BPO-Specific Vendor Competency.............................................................75
Role of Technology in Vendor Selection.....................................................76
The Geographical Bearings of Buyers and Vendors and Some 
Generalizations.......................................................................................... 77
Vendor’s Past Performance History Check................................................. 77
Vendor Selection Checklist........................................................................ 77

  7. Contracts—Types, Pricing Models, and Issues.....................................79
Contract Types—Three Major Legal Structures.........................................79
(1) Third-Party Outsourcing.......................................................................79
(2) Parent–Subsidiary Relationship.............................................................82

Captive Centers.................................................................................85
(3) Build–Operate–Transfer (BOT) Model................................................85
Pricing Models............................................................................................87

Fixed-Price Model.............................................................................88
Transactional Pricing Model..............................................................89
Activity-Based Pricing Model............................................................89
Cost-Plus Pricing Model....................................................................89
Gain-Sharing Model......................................................................... 90

Contract Drawing...................................................................................... 90
Contractual Issues......................................................................................92
Contractual Risks.......................................................................................93
Collaborations—Joint Ventures..................................................................94
Contract Termination.................................................................................94
Transitioning—Postcontract Termination..................................................95
Example—Antidumping U.S. Law.............................................................97

  8. Operations—Execution, Challenges, Quality, Etc................................99
Operations Optimization............................................................................99
Operations Optimization through Vendor Expertise................................100
Operations Execution...............................................................................101

K10526.indb   9 12/2/11   8:14:55 AM



x  ◾  Contents

Example—Operations..............................................................................102
Example—BPO Operations—Mentor–Mentee Concept.........................102
Operational Costs.....................................................................................103
Example—Chief Financial Officer (CFO)—Role and Operations...........104
Example—Bearings of Office Location....................................................105
Vendor Management................................................................................105
Example—Outsourcing BPO Operations to India...................................106
Example—Outsourcing Customer Support..............................................107
Operational Challenges............................................................................108
Example—Operational Challenges of Banks and Financial 
Organizations........................................................................................... 111
Risk Management.....................................................................................112
Operations—Contingency—Disaster Recovery (DR)..............................113
Quality Imperative................................................................................... 114

ISection I  Web-Based Outsourcing

  9. Web Outsourcing—Introduction...........................................................119
Internet—Brief Background..................................................................... 119
History of the Internet..............................................................................120
How People Discover Web Sites................................................................120
Web-Based Outsourcing...........................................................................121

  10. Web Outsourcing Models and Frameworks........................................123
Business Model 1—Outsourcing over the Web Using Well-Defined 
Contracts..................................................................................................123

Compensation Principle...................................................................124
Working Framework 1.....................................................................124
Working Framework 2.....................................................................125
Salient Feature of This Framework..................................................125
Related Examples.............................................................................126

Business Model 2—Outsourcing over the Web without Contracts...........127
Compensation Principle...................................................................128
Working Framework........................................................................128
Salient Feature of This Model..........................................................130
Movement of Projects between Models 1 and 2...............................130
The Models—Roles.........................................................................130

Web Portal Owner, Administrator..........................................131
Outsourcing Buyer.................................................................131
Project Evaluator....................................................................131
Vendor Seller..........................................................................131
Financial Intermediary...........................................................131

Criteria for Success of These Models................................................132
The Models “1 and 2” Value Proposition.........................................132

K10526.indb   10 12/2/11   8:14:55 AM



Contents  ◾  xi

Business Model 3—Strategic Tie-Ups—The Time Shares—Selling 
Time.........................................................................................................133

How It Works..................................................................................135
The Models—Roles.........................................................................136

Web Portal Owner, Administrator..........................................136
Proposer.................................................................................136
Investors.................................................................................136
Financial Intermediary...........................................................137

The Web Portal Setup and Features.................................................137
Related Examples.............................................................................137
Criteria for Success of These Models................................................138
The Model Value Proposition...........................................................138

Business Model 4—Strategic Tie-Ups—Making Customers and 
Employees Shareholders............................................................................139

Model 4a—Making Outsourcing Customers Shareholders.............139
Roles.......................................................................................140
The Web Portal Setup and Features........................................141

Model 4b—Making Employees Shareholders..................................141
Roles................................................................................................143
The Web Portal Setup and Features.................................................143
Examples.........................................................................................143
Criteria for Success of These Models................................................143
Limitations......................................................................................144
The Models Value Proposition.........................................................144

Business Model 5—Time-Based Costs for Services and Products in 
Outsourcing..............................................................................................147

Roles................................................................................................148
The Web Portal Setup and Features.................................................148
Application Examples......................................................................149
Criteria for Success of These Models................................................149
The Model Value Proposition...........................................................149

Business Model 6—For Every “n” Units Sold, Giving “m” Units Free......150
Roles................................................................................................ 151
The Web Portal Setup and Features................................................. 152
Application Examples...................................................................... 152
Criteria for Success of These Models................................................ 152
The Model Value Proposition........................................................... 153

Business Model 7—Prepurchase of Outsourced Products and Service 
in Bulk with Delivery Spread Out in Parts at a later Period of Time....... 153

Roles................................................................................................ 155
The Web Portal Setup and Features.................................................156
Application Example.......................................................................156
Criteria for Success of These Models................................................156

K10526.indb   11 12/2/11   8:14:55 AM



xii  ◾  Contents

The Model Value Proposition...........................................................156
Business Model 8—Big Projects Outsourcing to a Consortium................ 157

Consortium Contract Basics between Partners................................158
Operations.......................................................................................158

Designation of Project Managers............................................158
Monitoring and Coordination Committee.............................158

Roles................................................................................................160
Example 1........................................................................................160
Example 2........................................................................................160
Criteria for Success of These Models................................................160
The Model Value Proposition...........................................................160

Business Model 9—Using Online Provider/Vendor to Manage the 
Internet Business (E-Business) Part/Component....................................... 161

Roles................................................................................................162
The Web Portal Setup and Features.................................................162
Criteria for Success of These Models................................................163
The Model Value Proposition...........................................................163

Business Model 10—Automated Outsourcing Using Software Agents.....163
Related Examples.............................................................................165
The Model Value Proposition...........................................................166

  11. Web Outsourcing Examples................................................................169
Projects That Are Good Candidates of These Models...............................169
General Category of Applicable Projects...................................................170
Miscellaneous Examples...........................................................................170

Example—Design of Application and/or Respective Reviews..........171
Example—Technical Consulting for Problem Resolution................171
Example—Application Development..............................................171
Example—Web Site Content Writing..............................................171
Example—Marketing and Consulting Online................................172
Example—Search Engine Marketing (SEM)...................................173
Example—Web Link Building Service............................................173
Example—Data Collection.............................................................173
Example—Web Site Marketing....................................................... 174
Example—Newsletters.................................................................... 174
Example—Online Newspapers and Magazines............................... 174
Examples—Merging of Fields—Advertisements, Entertainment, 
Education, and Service....................................................................175
Example of Outsourcing Online—Tax Preparation Services...........175
Example—Desktop Publishing (DTP) Outsourcing Online...........176
Example—Outsourcing Training and E-Learning Products 
Development Online.......................................................................176
Example—Home and Business Shopping........................................177

K10526.indb   12 12/2/11   8:14:55 AM



Contents  ◾  xiii

Example—Outsourcing of Small Web-Based Businesses (e.g., 
Online Video Rentals).....................................................................177
Example—Insourcing Online over the Organization’s Internal 
Intranet Network.............................................................................177
Example—Usage of Online Software Agents..................................177

Examples in E-Commerce........................................................................178
E-Commerce Applications—Order Management...........................178
Examples of E-Commerce Applications—Content Ownership.......178
Examples of E-Commerce Applications— Interactive 
Multimedia Online..........................................................................178
Example—Interactive Communications Online..............................179
EDI Example—Medical Field.........................................................179
EDI Example—Usage in Manufacturing and Retail Procurement..180
EDI Examples—Miscellaneous Usages...........................................181
EDI Example—International Trade................................................182
EDI.................................................................................................183
Example—Shift over from Manual to Computerized Online 
Business...........................................................................................184
Example—Financial Organizations and Banks Using Online 
Service Providers..............................................................................184

Examples—Potential Fields for Outsourcing to India...............................185
Example—IBM’s E-Business Strategy.............................................186
IBM’s E-Business Approach.............................................................187

Key Focus Areas.....................................................................187
Example—Mphasis’ VTR (Virtual Tax Room) Tool.......................187

  12. Web Outsourcing—Criteria for Success, Challenges..........................189
“Nature” of Business, Online....................................................................189
What Does Not Qualify for Online Outsourcing.....................................190
Market Readiness.....................................................................................190
Target Geography for Online Outsourcing...............................................190
Vast Online Information Volumes............................................................ 191
Transparency and Interoperability between Networked Systems.............. 191
Quality.....................................................................................................192
Time, Speed, and Uncertainty..................................................................192
Convenience and Self-Service...................................................................193
Personalization and Customization...........................................................194
Learn to Outsource, Even Online.............................................................194
High Demands of Online Users/Customers.............................................195
Outsourcing Approach Online and Confidentiality..................................196
Training....................................................................................................197
Online Vendor/Providers Specialized Domain, Business, and 
Technology Skills......................................................................................197

K10526.indb   13 12/2/11   8:14:55 AM



xiv  ◾  Contents

Online Outsourcing Organization’s Specialized Business Skills................198
Risk Management.....................................................................................198
Employee Retention..................................................................................198
Variable Pay..............................................................................................198
Access to Critical, Sensitive Data by Partners, Online Vendors, and 
Unauthorized Users..................................................................................199
Language Nuances Online.......................................................................199
Recession and Low Market Economic Conditions................................... 200
Layoffs..................................................................................................... 200
Reverse Brain Drain..................................................................................201
Reuse of Related Past Work, Knowledge, and Experience.........................201
Presentation Challenges Online for Enabling Quick Decision Making 
in Web-Based Applications.......................................................................201
Readability Challenges Online.................................................................201
Personalization Challenges through Example—Video Rentals Survey......202
Acceptance of the Concept.......................................................................202
Online Payment Systems and Electronic Data Interface (EDI) 
Challenges................................................................................................202
“Business Transactions Challenges” of E-Commerce................................203
Technical Challenges in E-Commerce Applications.................................203
The Rate of Proliferation of Internet/Intranet Outsourcing Portals.......... 204
General Challenges Faced by the Internet................................................ 204
Need for Standards...................................................................................205
Openness..................................................................................................205
Global Governance.................................................................................. 206
Design..................................................................................................... 206
Investments.............................................................................................. 206
Data Management....................................................................................207
Security.....................................................................................................207
Strategic Cooperation...............................................................................207
Mobility....................................................................................................207
Speed....................................................................................................... 208
Limitations of Online Outsourcing......................................................... 208

  13. Web Outsourcing—Advantages..........................................................209
Business Advantages in the Virtual World of Web Outsourcing...............210

Pioneer Advantage...........................................................................210
Highly Skilled People and Resources........................................................210
Reuse of Tools, Resources, Experiences..................................................... 211
Borderless World.......................................................................................212
24/7 × 365 Operations..............................................................................212
Speed........................................................................................................212
Strategic Focus..........................................................................................213

K10526.indb   14 12/2/11   8:14:55 AM



Contents  ◾  xv

Vendors’ Geographical Spread..................................................................213
Personalized, Customized Services............................................................214
Exponential Growth Prospects................................................................. 215
Budgets for Setup and Working................................................................ 215
Web—The Information Superhighway..................................................... 215
Dematerialization—Migration of Manual/Paper Records to 
Electronic Media, Online......................................................................... 215
Leveraging from Outsourcing, Online......................................................216
Financial Benefits.....................................................................................216
Cross-Currency Conversion Benefits........................................................216
Higher Integration....................................................................................217
Dell’s Outsourcing Strategy......................................................................218
Mass Customization.................................................................................218
Dell—Some Salient Points.......................................................................218
Reduced Learning Curve for Online Organizations.................................219
Brand Building.........................................................................................219
Substantial Changes in the Environment................................................. 220
Interoperable Communications................................................................ 220
Quality and Continuous Benchmarking.................................................. 220
Long-Term Career Paths...........................................................................221
Reduced Liability and Risk.......................................................................221
Knowledge Store...................................................................................... 222
Linguistic Barrier Is Greatly Lowered...................................................... 222
Repetitive Tasks and Labor Costs—Software Agents.............................. 222
Automation—Software Agents.................................................................223
Online Payments......................................................................................223
Operational Efficiency..............................................................................223
E-Commerce Benefits...............................................................................224
Electronic Data Interchange (EDI) Advantages........................................224
Advantages of Outsourcing Online to India............................................ 226

  14. Business-to-Business Payment Systems Online...................................229
E-Commerce—Internet Communications...............................................229
Electronic Payment Systems......................................................................231
Payment Gateways....................................................................................232
Electronic Commerce and EDI.................................................................232
EDI—Some Definitions...........................................................................233
“EDI Concept”........................................................................................ 234
EDI—The Future.....................................................................................235

EDI Example—Manual Process Using Paper Checks 
(Limitations)....................................................................................236

Clearing Automation through Truncation and Electronic Check 
Presentment (TECP)................................................................................237

K10526.indb   15 12/2/11   8:14:55 AM



xvi  ◾  Contents

Example—Automated Clearing House (ACH) Transfers................238
Electronic Funds Transfer (EFT) Process.................................................239
Financial Instruments...............................................................................240
Electronic Token.......................................................................................240
E-Cash......................................................................................................241

E-Cash Basics..................................................................................241
Usage Issues with E-Cash................................................................242
E-Cash Working Mechanism..........................................................242

E-Checks Working Mechanism................................................................245
Smart Card.............................................................................................. 246

Smart Cards—Advantages..............................................................247
Example—EDI Usage by Sears Roebuck Organization............................248

IISection I  Slowdown and Outsourcing

  15. The Slowdown Scenario.......................................................................251
Economic Turmoil....................................................................................251
Indices Nosedive Worldwide—Growth Forecasts Downgraded...............252
Forecasts Downgraded in India................................................................253
Economic Situation in the United Kingdom during Slowdown................256
Budget Squeeze and IT Spending Declines...............................................256
Example—Microsoft CEO’s View............................................................258
Example—Nortel’s Bankruptcy................................................................259
Example—Satyam Saga—Credibility Loss............................................. 260
Examples—Frills Cost Cutting in the IT and BPO Sector.......................263
Moody’s Estimates on Outsourcing to India............................................ 264
India and Other Countries as the Outsourcing Destination.....................265

  16. Business Repositioning in Slowdown..................................................267
Business Repositioning—Slowdown—CEOs Speak at Harvard 
Meeting on Cause and Measures..............................................................267
Business Repositioning—IT Spending and Budget Slash during 
Slowdown................................................................................................ 268
Business Opportunities during Economic Slowdown...............................269
Business Repositioning Due to Recession—General Strategies.................270
Business Repositioning—High Exposure to Financial Services Sector 
Outsourcing..............................................................................................272
Example—Business Strategy of Infosys....................................................273
Business Deals Contracting—Short- and Long-Term...............................274
Example—Infosys and Wipro Short- and Long-Term Contracts Ratio.....275
Example—Airtel–IBM Long-Term Contract............................................275
Business Repositioning through Regional Shifts and Strategy..................276

K10526.indb   16 12/2/11   8:14:55 AM



Contents  ◾  xvii

Strategy—Risk Mitigation through Geographical Spread.......................276
Mergers and Acquisitions (M&A).............................................................278

M&A—Risky Acquisitions.............................................................278
Restructuring and Consolidation in Indian Companies—M&A....279
Example—Axon M&A...................................................................282
M&A—Example—Impact on Genpact after Wachovia’s Assets 
Sale to Citigroup..............................................................................283

M&A Examples........................................................................................283
M&A Example—Barclays.............................................................. 284
M&A, Hiring Example by CSC..................................................... 284
Miscellaneous M&A Examples in India......................................... 284

Governments—Support and Control Measures........................................285
Government Mitigation Measures Worldwide.................................285
Government Outsourcing Projects.................................................. 286
Challenges Faced by U.S. Administration during Slowdown.......... 286
U.S. Government Bailout and Regulations......................................287
Example—Legal Requirements When Outsourcing by 
American Banks..............................................................................288
Investment Wooing by U.S. Government Bodies of Indian Firms...289
European Government Support during Crisis.................................290

Government of India Support and Policies...............................................290
Government of India—Taxation Policies during Slowdown............291
Special Economic Zones (SEZs) in India during Slowdown............292

Examples of Organizations That Managed the Slowdown Successfully....293
Example—IBM Exception during Slowdown..................................293
Example—Outsourcing by JP Morgan Chase.................................294
Example—M&A—Mergers of Global Banks..................................294
Example—Omega BPO’s Business Strategy....................................295
Example—Business Processing Outsourcing by Capita, UK...........295
Example—Dell Worldwide Launch.................................................296
Example—Godrej–HP Contract.....................................................296
Example—BPO Operations Execution Example—By Vertex..........297
Example—Legal Process Outsourcing (LPO)..................................297
Example—Tesco..............................................................................298
Example—Banking Products..........................................................298
Examples—Miscellaneous...............................................................298

  17. Slowdown—Hiring, Layoffs, and Attrition.........................................301
Attrition....................................................................................................301
Layoffs during Slowdown..........................................................................303
Indian Reverse Brain Drain..................................................................... 304
Economy and People’s Health...................................................................305

K10526.indb   17 12/2/11   8:14:56 AM



xviii  ◾  Contents

Personnel Retention..................................................................................307
Example—Hiring by RBS of Lehman......................................................309

Hiring in India before and during the Financial Slowdown.............309
India—Back to Hiring after the Economic Recovery............................... 311

ISection V � Outsourcing—MISCELLANEOUS 
CONCERNS AND THE FUTURE

  18. Intellectual Property and Data Security.............................................315
Intellectual Property (IP).......................................................................... 315

Piracy............................................................................................... 315
IP.....................................................................................................316

Security..................................................................................................... 319
Malicious Codes and Protection Methods................................................ 319

Common Hacking Examples........................................................... 319
Mobile Code....................................................................................321
Virus Examples................................................................................321

Security—Risks in E-Commerce..............................................................322
Network Security......................................................................................323
Secure Messaging over Networks..............................................................324
Protection Mechanisms and Practices against Hacking and Security 
Risks.........................................................................................................327
Encryption and Cryptography..................................................................328
Digital Signatures.....................................................................................331
“Firewall”—Infrastructure Protection......................................................332

  19. Reflections about the Future...............................................................337
History Revisited......................................................................................337
The Generations........................................................................................337

Phase I—1980 to 1990—Tactical Outsourcing—Solve 
Business-Specific Problems..............................................................338
Phase II—1991 to 2000—Strategic Outsourcing—Build 
Strategic Relationships.....................................................................338
Phase III—2001 Onward—Transformational Outsourcing—
Create Interdependencies to Bring Innovation.................................338

Reflections on the Future of Outsourcing.................................................338
Population, Labor, and Outsourcing................................................338
Unionism’s Decline in the United States..........................................339
The New Age Worker..................................................................... 340

The India and China Axis........................................................................ 340
India and China..............................................................................341

The Indian Equation................................................................................ 342
Challenges for India....................................................................... 343

K10526.indb   18 12/2/11   8:14:56 AM



Contents  ◾  xix

Miscellaneous Outsourcing Countries..................................................... 344
Trends...................................................................................................... 344

Idea versus Size............................................................................... 344
Outsourcing Promiscuity................................................................ 344

Outsourcing Highlights............................................................................345
Transformational Outsourcing....................................................... 346
End-to-End Solutions..................................................................... 346
Need for Speed............................................................................... 346
Intermediary Dissipation.................................................................347
The Education Alignment................................................................347
Government Support.......................................................................347
The Governing Systems...................................................................347
Global Integration...........................................................................347
End User Say...................................................................................347
Business Metamorphosis................................................................. 348
Rise of Global Players..................................................................... 348
Outsourcing Functions................................................................... 348
Economy Impact............................................................................ 348
Outsourcing: Private and Government Deals................................. 348
Temporary Demand Spikes.............................................................349
Currency Interchange......................................................................349
Internet Growth and Outsourcing...................................................349
New Quality Definitions.................................................................349
Synergy between Outsourcing Players.............................................349
Growth of New Business Avenues....................................................349
Useless Data Volumes......................................................................350
Education and Certifications...........................................................350
Inventory.........................................................................................350
Agriculture Outsourcing..................................................................350
Tourism Outsourcing......................................................................351
Oil Impact.......................................................................................351
Contingency Planning.....................................................................351
Job Loss...........................................................................................351
Startup Cost....................................................................................351
World Security.................................................................................351
Individual Privacy............................................................................352
What Will Not Be Outsourced........................................................352
Growth of Outsourcing in Information Technology and BPO 
Domains..........................................................................................352

Automation, Technology, and Outsourcing..............................................353
The Technology Curve....................................................................353
E-Materialization.............................................................................354
Workplaces Metamorphosis.............................................................355

K10526.indb   19 12/2/11   8:14:56 AM



xx  ◾  Contents

Impact on Transportation.........................................................................355
Examples of Future Business Forays of Outsourcing.................................356

Microcommerce Business Opportunities.........................................356
Examples.........................................................................................356

Microservices and Microproducts...........................................356
Person-to-Person Outsourcing (P2P Offshoring).............................356
Knowledge Process Outsourcing (KPO)..........................................357
Outsourcing of R&D......................................................................358
Legal Outsourcing (LPO)................................................................358
Energy Outsourcing........................................................................358

Miscellaneous Examples of the Near Future of Outsourcing....................358
The Bow and Final Words........................................................................359

Appendix: Enabling Infrastructure and Components.................................363
Hardware Deployment.............................................................................363
Office Equipment Products.......................................................................365
The Client–Server Model and E-Commerce.............................................365
Middleware.............................................................................................. 366
Network....................................................................................................367
Proxy........................................................................................................368
Routers.....................................................................................................368
Telecom Networks....................................................................................369
Satellites....................................................................................................370
Data Compression....................................................................................371
Data Encryption.......................................................................................372
Encryption—RSA....................................................................................373
Video Conferencing..................................................................................374

Multimedia—Evolution Challenges................................................374
Video Server.............................................................................................379
Pictures.....................................................................................................381
Some Definitions......................................................................................382
Other Books on the Outsourcing Subject That Include Model II.............382

Bibliography.................................................................................................383

Index............................................................................................................391

Author Biographies��������������������������������������������������������������������������������������419

K10526.indb   20 12/2/11   8:14:56 AM



xxi

Foreword

With hardly any foreign exchange reserves in 1990, India’s government was forced 
to change economic policies, and thus the economic liberalization opened up gates 
for new industries. Over the last 15 years, on the strength of rupee depreciation and 
cost arbitrage, India has grown into an economic powerhouse with one of the high-
est GDP growths for emerging economies. Coupled with an abundant English-
speaking talent pool essential for the information technology (IT) and information 
technology enabled services (ITES) industry, India is one of the destinations for 
most IT companies to set up operations. India was earlier viewed as a cost arbitrage 
opportunity, but today it is a strategic IT destination. Some of the institutions 
like the Indian Institute of Technology (IIT), the Indian Institute of Management 
(IIM), and the Indian School of Business (ISB) are ranked among the top engineer-
ing and management institutions in the world. Each year, world-class companies 
come to these campuses to pick up talent for their global operations. Every large 
product company like Microsoft, Oracle, Intel, SAP, etc., has a large R&D hub out 
of India which works on cutting edge technologies by leveraging the talent pool 
available in the country.

The Indian IT industry has grown by leaps and bounds with the economic 
liberalization. In the 1990s most of the U.S. companies were looking at reducing 
their IT labor cost (including work for Y2K), and Indian IT vendors were mainly 
working on maintenance and smaller enhancements of existing projects. Hence, 
the Indian IT industry was mostly viewed as a cost arbitrage for U.S. companies in 
those days. Using Y2K as an entry point, many Indian IT vendors made entries into 
IT services, and over a period of time Western businesses developed greater confi-
dence regarding IT outsourcing to the Indian providers. Some Indian IT vendors 
redefined the outsourcing landscape as they successfully competed with the IBMs 
and Accentures of the world. Indian service providers used the different time zones 
(especially between the United States and India) for strategic advantage by offering 
business continuity over these zones. The trend moved toward outsourcing of larger 
projects to Indian vendors, and the India IT industry steadily expanded on its com-
petencies and now includes both niche players offering specific services and generic 
companies offering end-to-end services. With hardly any Indian vendor having 
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revenues of $10 million in the early 1990s, today at least a few of the them have 
more than a billion dollars of profit. Accentures and IBMs also have large setups 
in India. In the consolidation phase of the IT industry today, Indian vendors are 
taking the lead and expanding their reach by acquiring niche consulting players to 
increase their competencies.

Western companies are increasingly looking at Indian IT vendors as strategic 
partners in order to focus on core competencies and gain competitive advantage. 
Vendors are expected to not only define the technology landscape but also take 
complete end-to-end responsibility for IT infrastructure and bring a strategic busi-
ness advantage. Indian industry has a robust outsourcing business with the United 
States, and in the last few years they have also expanded their footprint in Europe 
and other parts of the world. Being aware of the best practices, Indian vendors are 
now able to set up global centers of excellence in related business verticals and effi-
ciently make use of cross-domain knowledge.

The Internet was officially launched in 1989 and the World Wide Web in 1993. 
It was cited as the biggest business opportunity ever, and the industry was flooded 
with enormous unviable business models. The venture capitalists (VCs) thought of 
it as excellent opportunities, and funds were pumped into businesses without eval-
uating their viability. Huge funds poured into unviable businesses finally resulted 
in a big Internet bubble burst in the early part of this century. Most unviable 
business models perished with this bubble, but some companies (like Google) not 
only came out with innovative models but also changed the business landscape 
entirely by using the Web. They completely redefined how business could run on 
the Internet, and coupled with the huge technological advancement in communi-
cation technologies, the world has grown flat with the emergence of the Internet. 
Communication between different parts of the globe has improved drastically, 
and you can access any machine in any place in the world from any other place in 
the world. Technology has become cheaper with open source code communities, 
and virtually everything is available free with the open source. With technology 
innovations like cloud computing, entry barriers to start IT operations have come 
down drastically, and business on the Web has become a norm. With technology 
moving toward 3G, 4G, and wi-max, there is an abundance of network bandwidth 
and the cost of communication has been tremendously reduced. Thus the Web is 
the main channel of business today. It has already emerged as an excellent base for 
large-scale, business-critical applications.

The authors of this book have been part of this vibrant industry for the last 20 
years. They have seen the various changes in the IT landscape in India during the 
last two decades, including the Internet bubble in the early part of this century 
and the meltdown of the financial markets with the collapse of Lehman Brothers 
in 2008. They completely understand the IT landscape and have produced this 
book, which highlights how outsourcing will be done in the future. It covers not 
only the strategic aspects of outsourcing but also the practical challenges in the 
deployment. They have drawn examples in the book based on their experience. 
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This book also targets people who want to do business on the Web and would like 
to outsource work to a vendor, discussing the different aspects of choosing the right 
vendor, starting from vendor selection, pricing models, what to outsource and what 
not to, challenges in outsourcing to Indian vendors, and Web-based outsourcing 
models. The material is well organized and comprehensive, and I am sure these 
experiences will be found useful by most readers.

I have known Vivek Sharma for more than 14 years, and he has always been 
known to us as “Swamiji.” We joined Infosys within a span of few months and were 
part of the same group for 13 years. Over this period, we have worked together 
on multiple outsourcing projects from customers located worldwide for resolving 
critical issues. Swamiji is one of the best technology consultants. He carries great 
respect among customers and peers alike, and his advice was an authority of sorts 
on the subject. He believes in his intuition, and it never fails him.

C. S. Prasad Subramanian
Technology and Management Consultant

IncValue Advisors Pvt. Ltd.
Bangalore, India
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Preface

Outsourcing and Wealth Creation
Competition and wealth creation have assumed new dimensions with the outsourc-
ing phenomenon. Process reengineering and innovation have been at the core of 
business process outsourcing. The concept may seem new, about two decades old, 
but actually it is one of the oldest in mankind’s history. Major breakthroughs have 
occurred in the field, starting right from the outsourcing decision and strategy 
making, up to implementation and business evolution. Speed of execution and 
increased focus, along with quality enhancement and revenue augmentation, are 
some of its hallmarks. Managers feeling the heat of global economic uncertainty 
relentlessly try to figure out optimal management strategies, models, and tactics 
leading to higher levels of success.

This book elucidates various outsourcing aspects and tackles nagging questions:

Should outsourcing be considered at all or not? If so, what functions are ◾◾
potential candidates?
What factors contribute to outsourcing success, and why do some compa-◾◾
nies flounder?
What do successful companies that solve customer problems do differently?◾◾
How can the Web be tapped to open a whole new world of outsourcing online?◾◾
During economic slowdown, what outsourcing business strategies need to ◾◾
be applied?

The current business culture demands focus on delivery under pressure within 
stringent timelines and with limited resource, in a fast-changing world with so 
many optional choices available to customers. There is a continuous emphasis to 
do more with less.

Offering counsel on whether or not a function should be in house or con-
tracted/outsourced and further how it should be properly evaluated is considered 
a complex and debatable topic, and often there seem to be too many variables that 
favor one over the other. This book provides deep insight into such aspects of the 
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outsourcing industry, which is under great flux. Lowering costs, enhancing quality, 
and development of life cycle have been at the core of the information technology-
information technology enabled service (IT–ITES) space. Outsourcing is now con-
sidered a strategic tool in the arsenal with businesses reaping its benefits in a fiercely 
competitive global business environment.

Outsourcing is here to stay, and companies cannot afford to ignore it, for it 
touches umpteen aspects of everyday life. Costly infrastructures could be associated 
with outsourced functions, and that cannot be reasonably underwritten by most 
organizations. Basic rules of thumb with exceptions exist when deciding between 
an insourced and an outsourced model. Business approaches need to undergo suit-
able necessary and sometimes radical changes in an economic climate.

Before one outsources, it is important to answer some questions:

What is the strategic gain?◾◾
To maximize quality, and cost advantage, which functions should be out-◾◾
sourced, and how does one effectively exchange knowledge?
What risks need to be tackled when shifting business operations offshore, and ◾◾
what change management issues need to be addressed?
To evaluate and choose offshore vendors, what evaluation criteria should ◾◾
clients use, what talents and skills will the employees need, what primary 
location selection criteria are needed, and what is the best location for your 
infrastructure needs?

This book is concerned with various outsourcing facets and provides current exhaus-
tive business-relevant material about the industry. Managing outsourced projects 
involves continuous people–technology dynamics along with cross-cultural and 
geographic challenges. The authors have elucidated in the book that the greatest 
business enablers are the concept, people, and technology. Emerging trends and 
practices in the outsourcing industry have been dealt with, including practical ideas 
to facilitate success in outsourcing initiatives.

Structure and Content of This Book
Outsourcing has become a mainstream business with a bright future, although 
during recessionary periods the line between opportunity and risk is often blurred. 
There is greater emphasis on faster turnaround as outsourcing pushes the world 
beyond information economy toward knowledge economy. Quick sharing of 
knowledge through technology aids in value enhancement and cost reduction. 
Emergence of more geographical outsourcing destinations globally and service pro-
vider performance benchmarking tools have enhanced outsourcing attractiveness.

Clients can streamline business operations and incorporate greater flexibil-
ity by accessing professional, experienced, and high-quality service. Less capital 
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expenditure, greater focus on core competencies, and fewer management hiccups 
are some outsourcing benefits along with increased control, saving on investing in 
latest technology, and sharing of business risks. Firms are spared the nightmare of 
hiring and retaining employees regularly, installing and upgrading equipment, and 
finding solutions to inherent process-related problems.

The initial chapters of the book provide an overview dealing with the factors 
favoring outsourcing, basic rudiments, if an organization should consider outsourc-
ing at all or not, the nature and types of projects, processes, and functions that are 
potential candidates for outsourcing, best practices, various categories of vendors, 
and optimal operations execution which have greatly boosted this megatrend.

The Internet with its tremendous opportunities and potential for leveraging 
outsourcing online is introduced. Supported by many examples and criteria for 
success, this subject has been largely untouched in the past. Additionally mostly 
unexplored, innovative business models and concepts which allow entrepreneurs to 
make significant gains are put forth. These new ideas can mostly be deployed with 
relatively small investments. E-commerce to transport content and electronic pay-
ment systems are also discussed.

Chapters on outsourcing during recession and economic slowdown discuss 
strategies, approaches to be used during times of slashed IT budgets, dwindling 
orders, contract renegotiations, layoffs, depression, and fatigue; how organizations 
reposition to sustain business value; examples from outsourcing organizations that 
successfully managed slowdown; and entrepreneurial advice from leading business 
figures on mitigation methods.

The final chapters provide insight into intellectual property rights, data security, 
and the future of outsourcing. The future will be driven by value and competing 
ideas, and not so much on competing organizational sizes. The future outsourc-
ing trends shall provide valuable insights to organizations, leaders, readers, and 
others.
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3

1Chapter 

Outsourcing Rudiments

Old ways give way to the new.

Brief Background
As barriers crumbled in the passage of time.

Contracting is one of the oldest and most common practices of work. Even in ancient 
times, trade existed between countries, providing access to goods and services not 
available in the home countries. In the early years, when the word outsourcing 
actually came about, people would vend things to a third party. This is contracting 
in its basic form. Thus there would be value addition, with the consumers getting 
products and services they needed, and the suppliers getting money or some accept-
able mode of exchange in return.

As a concept it is prevalent in all aspects of our lives—domestic and profes-
sional. Some visible examples are “security services,” “housekeeping,” “pantry,” 
“laundry service,” and “car driver.” In domestic lives, household chores are done 
by “domestic aids.” Thus persons or institutions, not household members, execute 
activities requested by the household for a fee. Some may not be so visible, but are 
nonetheless important.

In the business context, outsourcing is all-pervasive. In the outsourcing world 
people learn about products differently (e.g., a virtual marketplace through elec-
tronic publishing and various other customer interface channels), buy them differ-
ently using electronic cash and secure payments systems, and have them delivered 
differently. There may also be a difference in how they allocate their loyalty. In this 
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business jungle, the outsourcing organization has to adapt rapidly to a world where 
the traditional concepts no longer hold, where “quality” has a new meaning, where 
“content” is not equated to product, and where “distribution” does not necessa
rily mean physical transportation. Brand equity can rapidly evaporate in this new 
environment, forcing firms to develop new ways of doing business and leveraging 
from the same.

Suitable business strategy and design drivers evolve through the ability to make 
quick changes based on the nature and magnitude of the outsourcing business. 
The ability and flexibility to quickly change and reposition is needed to survive in 
the world of outsourcing. Supporting automation, infrastructure, resources, etc., 
are basic logistics needed for this.

Competition is no longer between outsourcing companies but between ideas, con-
cepts, products, services, speed and ease of transaction initiation, execution, delivery, 
and closure. 

Outsourcing organizations and vendors in order to remain business leaders will 
not just add value, they will invent and furthermore create value. The world as it 
exists today is replete with many examples of organizations, ideas, and products 
which have successfully created need and value through innovation. In the world 
of business outsourcing versus other traditional business industries, business setup 
is much quicker.

An advisable strategy is quick setup and execution, evaluating results, and rap-
idly making suitable changes (big or small) or exiting altogether. The cycle is quickly 
repeated for other ideas and products till desirable results are achieved. Thus not too 
much time and effort should be invested in very long-term strategy planning.

Should the outsourcing organization maintain strategic status quo and seek 
manageable challenges by tweaking the existing product set, or radically change 
the strategy to possibly induce a state of chaos, risk, and uncertainty? While such 
models may not be needed in a stable environment, they are relevant in the current 
age of volatility, especially in the very fast-changing world of the Web. This was 
aptly referred to as a force of “creative destruction” by Joseph Schumpeter (http://
en.wikipedia.org/wiki/Joseph_Schumpeter), a professor of economics at Harvard. 
By destruction he meant doing away with the inertia and replacing old ways with 
new ones. Inability to throw away a time-tested, used, and currently successful 
business strategy may lead to failure over a long term. Thus organizations may 
need to improve on, change, and even do away with older strategies, approaches, 
and resources over time. This foresight to cannibalize has inherent risks and needs 
suitable lead times for executing and reaping benefits from introducing change. A 
common concern with manufacturing organizations may be that selling directly 
to customers may destroy the existing balance between mechanisms, structures, 
distribution, relationships, etc. For Internet-based businesses, the Web automati-
cally induces deployment of the end-to-end business or transaction cycle, in its 
respective context, thus the need to have a focus toward innovation and research 
and development, whatever be the nature of the outsourcing business.
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The Goals of the Game
Adding value up and down the life cycle chain.

Businesses have some basic goals, despite changes taking place: stay competitive, 
improve productivity through innovation, deliver quality, minimize transaction 
time. For firms plotting their course in the turbulent waters of outsourcing, these 
goals are the guiding buoys.

Altogether different management strategies are required in collaborative or com-
mitted relationships in an interconnected world. They call for relationships based on 
data access across the end-to-end process life cycle by all interacting players, employ-
ing openness and mutual collaboration instead of an adversarial relationship in the 
outsourcing business. The same is true for organizations in this highly competitive 
business world of outsourcing. Relationship forms another component of the strat-
egy. A great relationship between the buyer and the vendor can be immensely help-
ful. The compatibility and coordination of the vendor can prove to be very useful.

Leveraging outsourcing to rewrite the rules of the game is a highlight. Such ventures 
aid in creating and distributing wealth and have long-term impact on the economy, 
environment, and social fabric of the society at large of various nations. It is the 
firm conviction of optimists that, even during the worst financial periods, opportu-
nities exist in outsourcing that are just waiting to be tapped.

Market-driven outsourcing business is governed by a few principles. Customer 
orientation is the first. This is achieved through customization specific to the cus-
tomer’s needs, products, and services. Mass customization (not customization for 
the masses) must always remain a focus point of delivery. The outsourcing business 
must strive through such mass customization to meet the personalized needs of the 
end consumers/customers. Cross-functional coordination between teams across the 
organization to achieve seamless delivery is the second. Advertising, marketing, 
and business spread make up the third.

Market conditions are driving convergence. High performance and increasingly 
low-cost technologies (like high computing power, storage and display devices, 
communication systems, and operating systems) are driving vendors to deliver ever 
improving products and services at consistently faster speeds, with higher quality and 
at continuously lower costs. The outsourcing customer organizations accordingly 
demand customized products and services in this age and era of fierce competition.

Integrate, Integrate, and Still Integrate
Integrating the various pieces into a cohesive whole.

Such end-to-end life cycle integration requires overhaul of major processes, 
approaches, resources, and systems for seamless flow and integration with the 
parts of the outsourcing business life cycle. A virtually interconnected organization 
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built on a networked foundation of enabling resources, processes, and people will 
automatically push and drive various interacting players, suppliers, etc., to become 
networked or fail and exit the relationship. Enormous information technology 
investments have been made by outsourcing players to automate key processes, 
some of which are purchasing, invoicing, and other business functions. Information 
technology is becoming an appealing investment for many businesses as the prices 
for computer hardware and network equipment continue to fall, and information 
technology can especially be used for high-impact applications such as linking 
their distributed operations. However, it would be akin to driving with blinders 
on, if investment is made without a clear need, idea, approach, and game plan for 
Web-based outsourcing. The full potential of Web-based outsourcing cannot be 
delivered by any one single technology. Integrated architecture, the likes of which 
has never been seen before, is required. We are beginning to see sophisticated appli-
cations being developed in the virtual world as Web-based outsourcing matures 
ever so rapidly. Constraints of availability of skilled local resources, learnability, 
and deadlines are being constantly shrunk in the fast-changing virtual world of 
outsourcing business.

Usually the greater the distance between the countries of the buyer and the sup-
plier, the greater is the number of intermediaries. Not so in the case of outsourcing. 
The various players that comprise a global outsourcing business usually consist of 
basically the outsourcing organization, the vendor provider, and suitable enabling 
infrastructure. The outsourcing organization and the vendor provider are usually 
located in different geographic areas.

Any strategy has timelines and schedules attached to it. Speed is the essence. 
The colossal advancement in science and technology has increased the speed 
tremendously. Present-day computers can perform millions of computations in 
seconds. People’s traveling time across geographies has shrunk from months and 
days to a couple of hours. Speed and success go hand in hand. The endeavor of the 
vendor is to continuously strive to reduce the timeframe/schedule set by the buyer 
and deliver the services in time. Of course, this may involve effort and innovation, 
but it not only benefits the buyer but also helps in placing the vendor head and 
shoulders above other suppliers, thus becoming the supplier of choice for many 
buyers. Outsourcing deliverables can now be executed by vendor organizations 
who can complete it much faster than the outsourcing organization through opti-
mal usage of skilled people, large experience pools, resources, and technological 
means.

Another important component upon which any strategy hinges is “subject matter 
expertise.” Here managerial skills may prove very vital. Improper management can 
give rise to exceeded budgets. A well-informed and knowledgeable manager can 
greatly reduce the budget for a project. On the other hand, lack of information and 
knowledge can lead to inflated budgets, and even after investing more money, it may 
not guarantee success. Usually if one party is knowledgeable, it can judge fairly how 
knowledgeable the other party is. In a global contracting/outsourcing assignment, 
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knowledge of the market conditions becomes all the more imperative, especially if 
one is conducting business with the supplier in that country for the first time. If the 
buyer has not done its spadework well, then frequent travels over long distances to 
resolve issues will prove to be very expensive, yet may not give the desired results. 
Thus information is power, and knowledge a greater power. Knowledge is a byprod-
uct of information and data. Data exists in large volumes, of which most may be 
useless and incoherent. Information results from the filtering of large volumes of 
data, and when information is further refined, it gives rise to knowledge which is 
the summation. Thus outsourcing business is essentially a knowledge industry.

Although geographic barriers have gotten blurred with the advent of the 
Internet, language/culture issues along with the government policies need to be 
considered. The government and industry should lend constant support to local 
entrepreneurs so that there is more social justice.

Outsourcing Basics
The rules and limits of each game, select wisely 

based on your playing potential.

Traditional entrepreneurship is conditioned by three types of cultural and business 
environments according to Tugrul Atamer (2007), dean of the faculty and deputy 
managing director at EMLYON Business School in France. These three environ-
ments are referred to as “ethos”:

The free market system or ethos: The market creates and distributes wealth, 
known as the Anglo-Saxon model.

The cooperative system or ethos: Though the market is the primary wealth 
creator, the state plays an important role in its redistribution. European coun-
tries including France are examples.

The parallel system or ethos: Creation of wealth and social justice is done 
locally, and neither the state nor the market plays a significant role. Emerging 
countries, the famous BRIC (Brazil, Russia, India, and China) are examples 
of this ethos. Outsourcing industries prosper best in this environment. Big 
Indian outsourcing players like Infosys, HCL, Wipro, etc., are some examples, 
providing employment to millions.

Outsourcing—An organization (buyer) purchases goods or services from 
another organization (vendor or supplier), and the buyer “owns” and controls (not 
always) the process. In other words, the buyer tells the supplier exactly what it wants 
and how it wants the supplier to deliver the product or perform those services. The 
supplier cannot vary from the buyer’s instructions in any way, and the buyer can 
replace the supplier with relative ease by terminating the contract.
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As organizations continued to look for more innovative ways to improve effi-
ciency and cut costs to survive the fast-paced marketplace, outsourcing took off 
with two broad approaches, which still continue to be popular: (1) centralizing non-
core processes in-house as shared service functions to derive the benefits of centralization 
through a suitable wholly owned subsidiary or in-house process; (2) to identify an 
acceptable external third-party service provider or supplier to bring in value-added 
services. Markets favor either of the two depending on various factors like nature of 
business, organizational competence, organizational strategy, etc. With an increase 
in supplier market competition, the product or service is not seen as strategically 
critical, and environmental uncertainty makes internal investment risky, thereby 
making outsourcing more attractive.

Contracting or outsourcing grows in good times because companies want 
to focus on growth and in bad times because companies want to cut costs. 
Contracting enhances productivity and cost reduction and is a unique win–win 
situation wherein the supplier adds strategic value to the project and aids in share-
holder value increment, thus making the difference between leaders and followers. 
Contracting involves transfer of some projects or processes to the contractor. The 
outsourcing company may retain “what” aspects of the projects like results collec-
tion, monitoring, strategic decision taking, direction setting, etc., but hands over 
the “how” aspect of the process to the supplier like governance, execution, technol-
ogy setup, etc. The decision rights may be totally retained by the buyer or totally 
passed over to the supplier so that there is a greater shared responsibility between 
the two organizations.

Outsourcing involves many perspectives, some of which are

	 1.	Differentiating value and need to outsource certain business aspects
	 2.	Alignment of corporate strategy with the supplier strategy
	 3.	Establishment of clear timelines and mechanisms
	 4.	Identification of proficient, prolific suppliers

The suppliers aim to

	 1.	Create business value and bring in suitable transformation
	 2.	Provide first-rate quality
	 3.	Produce at a cost that is lower than what it costs the buyer to do it in-house
	 4.	Accomplish tasks faster than it could be done by the buyer in-house

Businesses contract/outsource almost any project if it costs less to perform the 
activity outside the organization than inside. It is not from the benevolence of the 
butcher, the brewer, or the baker that we expect our dinner but from their regard to 
their own interest. It is this self-interest which leads to innovation, wealth creation, 
and the tendency to focus on what one can do best.
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Insourcing versus Outsourcing
The two sides of a coin.

Both insourcing and outsourcing (the paths in Figure 1.1) have some advantages 
and disadvantages which should be borne in mind while making a decision regard-
ing them. For an organization owning proprietary designs or processes, insourcing is 
advisable because a high degree of control over operations is needed. Also, for a com-
pany enjoying business volume necessary to achieve economies of scale, insourc-
ing can lower manufacturing costs (e.g., Merck products are sold exclusively by its 
workforce, unlike many smaller pharmaceutical firms). Finally, core competencies 
are developed during insourcing. Identifying and building core competencies like 
organizational strength or abilities developed over long periods, which custom-
ers find valuable and competitors find difficult or even impossible to copy, are a 
major part of business strategy development effort. Prime candidates for insourcing 
are products or processes that could also evolve into core competencies. Insourcing 

INSOURCING

SOURCING

OUTSOURCING

Figure 1.1 T he outsourcing paths.
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is preferred when environmental uncertainty is low, reducing the risk of investing in 
capacity, when supplier market is not well developed, and when the product and ser-
vice being considered are not directly related to the buying firm’s core competencies. 
Insourcing disadvantages may consist of risks that decrease the firm’s strategic flex-
ibility. Insourcing risk was glaringly evident in the semiconductor industry wherein 
associated manufacturing technologies had extremely short life cycles, some of just 
six months, after which they were expected to be superseded by newer technolo-
gies. Thus risk of investing in process technologies which became outdated very fast 
was continuously faced by the semiconductor manufacturers, and to justify growth 
under such risky conditions, investing for higher capacities was linked to the feasi-
bility study of quick paybacks.

Deploying in-house scarce resources to upgrade their processes versus out-
sourcing, if suppliers can provide the product or service more effectively than 
the company itself, is a key consideration. The financial viability of the firm can 
be put to the test, even risk, as its ability to invest in other projects also gets 
restricted, in trying to catch up with technologically advanced suppliers, which 
can prove to be an expensive proposition. In outsourcing, a firm’s flexibility 
and access to the state-of-the-art products and processes increase. Also, chang-
ing supply-chain partners is easier than changing internal processes as markets 
or technologies change. Outsourcing improves a firm’s cash flow in addition to 
increasing the firm’s strategic flexibility and access to new technologies, with less 
up-front investment for resources needed to provide a product or service. Dell, 
which sells computers, supported $3 billion in annual revenues with only $60 
million of fixed assets by using contract manufacturers. Thus the benefits can be 
obviously significant. Risks and disadvantages of outsourcing can come from sup-
pliers misstating their capabilities. Their performance may not meet the buyer’s 
expectations; the process and technology may not match to deliver the require-
ments. Consider the case of Apple Computers, which accumulated a backlog of 
more than $1 billion when demand for new line Macintosh computers increased 
dramatically in the 1990s. Timely delivery of critical parts including modems 
and custom chips could not be obtained, because many of them had been custom 
designed and outsourced from a single supplier. Many customers who did not 
want to wait for new products became alienated because Apple was unable to 
deliver in time. Another issue with outsourcing is that buying firms need to use 
suitable mechanisms to ensure sustained quality, availability, confidentiality, and 
performance of outsourced goods or services. Key skills and technologies that are 
a part of their core competencies may be lost at worst. Many companies manage 
these challenges by closely overseeing key design, operations, and supply-chain 
activities. They also solicit constant feedback from customers and react suitably 
by changing their products and services.

Thus, in a nutshell, insourcing advantages consist of economies of scale and/or scope, 
ability to oversee the entire process, and a high degree of control. The disadvantages are 
that it requires sufficient and sustained investment, and potential suppliers may offer 
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superior products and services. Thus strategic flexibility may be reduced. On the other 
hand, outsourcing merits consist of low investment risk, improved cash flow, access 
to state-of-the-art products and services, and high strategic flexibility. Demerits are 
loss of control over substantial processes and core technologies, possibility of choos-
ing a bad supplier, and “hollowing out” of the corporation, in exceptional cases.

Offshoring versus Outsourcing
The choices we consciously make, in life, big and small.

It is important to differentiate between offshoring and outsourcing. Off-shored pro-
cesses may be handed off to third-party vendors or remain in house, while outsourced 
processes are necessarily handed over to third-party vendors. All offshoring does not 
necessarily involve outsourcing. The advantage of lower cost labor in another coun-
try is made use of by both.

Business Process Outsourcing (BPO)
A means, an end, and the path walked in between.

Business process outsourcing (BPO) involves migration of services to an external 
service provider. It includes call centers, back office services, transaction processing 
across various industries like manufacturing, finance, accounting, human resources, 
IT, etc. Supplier vendors use best practices and technology-driven applications to 
deliver quality service and products.

Types of Outsourcing
The options and their relative needs and deeds.

Outsourcing can be of different types depending upon the geographical distance 
between the buyer outsourcing organization and the supplier vendor.

Onshore Outsourcing
If the supplier is in the same country as the buyer but outside the company of the 
buyer, then it is an onshore type of outsourcing. Since the country is the same, 
there are likely hardly any language-related issues, and even if languages spoken 
are different, it will be easier to find translators/representatives to bridge the com-
munication gap. The government policies will be almost uniform throughout the 
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country, and travel time and distances between the buyer’s and seller’s locations 
will not be much.

Nearshore Outsourcing
If the supplier is located in a neighboring country (usually on the same continent), 
then it is a nearshore type of contracting/outsourcing. It provides the benefits 
of the same time zone and a possibly low-cost alternative to domestic sourcing. 
Additionally there are similarities in language and culture, and the travel time and 
distances not being much. U.S. and European businesses could see Latin America 
emerging as a nearshoring location due to its Spanish language capability. Another 
example is if the buyer is located in the United Kingdom and the seller is located 
in Germany or France.

Offshore Outsourcing
If a supplier is located in a foreign country which is far away from the country in 
which the buyer is located (usually a different continent), then it is an offshore type 
of outsourcing. The distance being great, factors like long travel times and respec-
tive government policies are matters of significance. In this case low labor rates may 
be of immense benefit to the company. So the decision for offshore outsourcing 
needs careful deliberation to reap a rich harvest. Outsourcing is not the panacea 
for all business problems. Offshoring from the United States to India is the most 
prevalent example. Global footprint expansion and opening of delivery centers by 
Indian firms in China, Philippines, Cairo, etc., are also similar examples.

Outsourcing Decision and Its Consequences
“Selection and maintenance of aim,” an old war saying.

Managers should clearly understand the issues and the differences pertaining to 
outsourcing within a country and outside a country. Only then can a decision be 
made which is mutually beneficial both to the buyer and the seller. Lack of knowl-
edge regarding the intricacies of outsourcing can prove expensive and in some cases 
can cause irretrievable loss. It could cause a loss of name, reputation, waste of time, 
and effort apart from huge revenue losses. The decision to outsource is driven by many 
reasons, among which could be reduced cycle times in which technology plays an 
important role, gaining from the core competencies and the best practices of the 
supplier, reduction in cost, improvement in quality, and lesser risk. Outsourcing 
provides the buyer with more time and enables it to focus better on its in-house key 
core activities and processes. These subjects are discussed in the following chapters 
of this book.
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Growth of Outsourcing Worldwide
“Be the change you wish to see in the world.”—Gandhi

Companies from around the globe arrive in the Asia Pacific region with great 
expectations because opportunities are abundant and businesses envision tantaliz-
ing growth scenarios. In this region all things seem possible, but at the same time 
many matters may not be clear and simple about how to realize those possibilities. 
Every business that ventures here must be flexible and willing to adapt. Many 
companies see value in working with established outsourcing partners in this daz-
zling but complicated market. Outsourcing has enabled clients to save up to 50% 
on operational costs of finance and recover 1% of audited expenditure. Managers 
are grasping the offshore outsourcing megatrend—strategies, implications, high-
growth application areas, and related issues. U.S. and European companies have 
widely outsourced offshore, with larger Fortune 1000 firms outsourcing to markets like 
Ireland, Singapore, Russia, Malaysia, South Africa, Hungary, Thailand, Vietnam, 
Philippines, China, and India. Offshore outsourcing now has many synonyms like 
value sourcing, global sourcing, global resourcing, global delivery capability, blended 
outsourcing, and alternative staffing with companies calling it by different terms.

As the vistas expand to include a myriad set of services.
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2Chapter 

Outsourcing Benefits

Like a wave cascading out into the masses.

Immense strides in science and technology have given an impetus to outsourcing 
in a big way. Outsourcing can have a great positive impact on the lives of many if 
deployed appropriately, by improving people’s careers and lifestyles. Contingencies 
for rapid business growth and business slowdowns need to be considered. Business 
transformation metrics and standards need to be constantly evolving. The chal-
lenges may consist of cultural hurdles, technical barriers and financial issues but the 
benefits can far surpass the obstacles.

The Strategic Call
Harkening to the call, so individual.

The companies that kept a tight business focus, even if it meant shedding profitable 
operations, were the winners in return on invested capital. In the Asia Pacific envi-
ronment, the do what you do best lesson may be particularly fitting. A business can do 
what it does best and compete more aggressively in the market, unfettered by the 
responsibility for back office services.

Firms thus focus on their “in-house” core business activities by outsourcing. This 
helps to take the load off the organization, allowing it to spend more time on its 
in-house core processes, business needs, and strategic business areas. The senior 
management is freed to do the creative thinking, once the less high-value work 
is outsourced. There is an increase in focus as outsourcing is a means of man-
aging burden. Real growth in outsourcing business has been fostered with the 
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rise of the virtual organization, a business that focuses on its core activities and 
lets others deal with the rest, in this age of fast changing economic conditions. 
Companies that focus on operating the core business prosper best in a stalled 
economy, according to a 2008 study by Accenture of 850 largest companies in 
the United States following various global recessions.

The Various Approaches
The synergies of disparate entities.

Outsourcing in its present-day form has its roots spread across joint ventures, subcon-
tracting, and business partnerships. In a highly competitive environment and as the 
products become more and more complex, organizations find it more prudent to 
subcontract certain components. This mutual interdependence of manufacturers/
buyers and subcontractors/suppliers increases sustained performance and innova-
tion and gives rise to quality improvement and reduced costs. Note: No two out-
sourcing arrangements are the same; therefore an approach has to be tailored to 
accommodate the business objectives, timelines, and budgetary needs of clients.

Subject Matter Expertise
Those men and means that burn the paths 

in their wake, for others to follow.

The access to new technologies with proven expertise, reduction in costs/time incurred in 
recruiting and training staff, economies of scale, and higher efficiencies through the imple-
mentation of best practices have made outsourcing an attractive option. The proven 
expertise of the service provider effectively manages the analytical and transactional 
activities. Risks are mitigated, and business continuity is enhanced, resulting in such 
saving opportunities. By turning to a niche provider and taking advantage of lower 
wage ranges in outsourced regions (e.g., India), service costs are substantially reduced.

The causes for outsourcing may include lack of local talent, lower working 
wages offshore, a jump start to attain presence, and benefiting from the best prac-
tices. Such enabling vendors have large expanses of knowledge gained from many 
previous outsourcing engagements. Sharing of knowledge, and doing things cheaper, 
faster, and better are thus known advantages.

Technology’s Transformation Touch
In times of massive changes, do we currently exist?
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