Trends of outsourcing of software

Abstract
This study scrutinizes the practice and trends of outsourcing of software production around the world specially Pakistan.

The focus of the study is to find out factors that influence the outsourcing trends and where is outsourcing industry of Pakistani heading to. With Pakistan's fast-paced IT industry, it is emerging as a powerhouse in the South Asian region due to the availability of a large pool of English-proficient skilled professionals, affordable connectivity rates, competitive infrastructure and operational costs are some of the other benefits that Pakistan enjoys said Yusuf Hussain, managing director of the Pakistan Software Export Board (PSEB). On the downside, the country has an image problem because there is this perception abroad that in global community that Pakistan is politically unstable. However, these problems have not scared away customers. The implication of the study is that it enhances our knowledge of cross-cultural outsourcing in systems development, which may be useful to practitioners and academics.
Key Terms:
The offshoring debate has spawned its own jargon just to describe contracting out:
· Outsourcing: Contracting out services to an outside firm

· Offshoring: Used to denote contracting services to a firm located outside the country.

· Nearshoring: Contracting out to neighboring or very close countries; is used in a more positive context.

· Inshoring: Essentially the same definition as outsourcing; used to emphasize the fact that the contracting activity does not occur 'offshore.'
Introduction
"Something's are better left to others" that is outsourcing all about. In simple words outsourcing is: "When the supplier of software development is from another country than the firm that decide to outsource information systems".

Outsourcing is big business and is expanding at an almost exponential rate. From 34% of firms outsourced all or part of their IT in 1997, percentage has gone nearly more than 50% in the recent years. The aim behind outsourcing for any organization is to gain benefits that are beyond its internal capabilities.
Top Reason for Outsourcing
Outsourcing, going to be more and more of a mainstream phenomenon, is now a business essential. Recent trends suggest that the outsourcing market will continue to grow. Contracts are awarded incessantly and study indicates that companies are expanding the range of IT services they outsource.

In this paper, we will discuss findings relating to the practice, the driving forces and the inhibitors of offshore outsourcing at the country and organization level in Pakistan and rest of the world. Thus, the main objective is to explore the initiation and management of the offshore partnerships between the organizations of countries. This research paper is not aimed at presenting conceptual frameworks and models for offshore outsourcing. The rest of the paper is organized as follows: We begin by reviewing the historical background and trends in outsourcing including offshore outsourcing. The next sections specifically deal with the software and the systems development industries in Pakistan and India. Then following sections covers the research methodology, mistakes in past and future direction. Finally, we present the discussions and conclusions of the paper.
Historical background
It all started in 1960s when brains came up with the idea for sharing the hardware for better performance and quick response. The expensive nature of such systems led many organizations to contract out routine data processing activities to large externally managed operators. The thought behind the motivation for businesses to outsource during this period was cost reduction.

From the 1980s to the present time offers a multitude of reasons for the spread and growth of outsourcing and offshore systems development. Global expansion and diffusion of IT was a key factor.
Outsourcing Options for IT
As an option 3 ways are can be adopted for an outsourcing
· Selective Outsourcing

· Total Outsourcing

· Transitional Outsourcing
Selective Outsourcing
With this option we can select Best-of-Breed for an activity - not tied to one vendor. It creates a competitive environment to overcome organizational impediments & motivate performance. Selective outsourcing provides flexibility to adapt to changes and capitalizes on organizational learning with less risk than total outsourcing.

On the other side its have higher transaction costs due to:
· multiple endeavors

· multiple contract negotiations

· multiple vendors to manage and coordinate
Total Outsourcing
In this option we have consistency (same vendor for many activities) providing stability with same vendor doing numerous activities. Total Outsourcing helps in lower transaction costs because there is only one vendor. But it is more vulnerable to vendor manipulation on pricing, maintenance costs, vendor support.
Transitional Outsourcing
Outsource legacy systems while focusing in-house staff on dept. of new IT venture. "Firm Specific" Knowledge can be used on new IT rather than stay with old. With this it is easier to affect knowledge transfer from new IT venture outsourcer to staff. But in transitional outsourcing time/resources are spent getting the transitional outsourcer "up to speed" and managerial attention is spread between two outsourcers (new venture & transitional)
CHANGING TRENDS IN OUTSOURCING
In October 2003, global outsourcing nearly flat-lined the hospital at the University of California at San Francisco. To save money, the school had been sending out thousands of patient medical records for transcription. Halfway across the world, a woman in Pakistan had taken on some of the work. Things seemed to be working well for both - and neither knew about the other because of three subcontracts in between. That changed when the woman's subcontractor in Texas did not pay. The Pakistani worker contacted UCSF and threatened to release the confidential patient information over the Internet if they did not help her collect, according to the San Francisco Chronicle, which broke the story. With that, outsourcing suddenly shifted from an unqualified business no-brainer to a risky financial liability. IT outsourcing was once essentially limited to software programming and staffing call centers. No longer now outsourcing tasks cover everything from storing sensitive financial, tax, and medical records to handling mission-critical database files.
Selecting an Outsource partner
Research indicates that nearly 80% of managers who have outsourced an IT function have terminated the contract early. Another survey conducted by the American Management Association reveals that 75% of managers thought that outsourcing failed to live up to their expectations. End customers don't seem to have much confidence in the outsourcing process either with in one survey 81% feeling that the financial benefits of outsourcing won't be passed onto the customer. Others feel that outsourcing may be just another management fad or cure-all.

Competition for outsourcing contracts is more cutthroat than ever, with a huge expansion in the number of suppliers, so some significant consolidation is on the horizon.

According to a study by analyst IDC, cities in China will overtake their Indian counterparts as top destinations for offshore global delivery by 2011.

Beyond the so-called BRIC bloc of countries (Brazil, Russia, India, China--or BRICM, if one includes Mexico), developing nations such as Egypt and Poland are emerging as sources of offshore labor. The trend is not only for a "greater pattern of diversity" in the outsourcing sector, said TPI's Aitchison, but also for greater specialization as smaller players seek to distinguish themselves in an increasingly crowded marketplace.

Priorities for selecting an Outsource partner On a scale of 1 to 5 (Where 1 = extraneous And 5 = vital)
WHY PAKISTAN
Why is Pakistan the hot new offshore information technology (IT) destination? This is because of a combination of favorable economic circumstances. Just when many Western managers are finally becoming comfortable with the idea of working closely with Indian IT firms, along comes Pakistan.

Pakistan is shaking off decades of "also ran" status. Funds invested into building educational institutions in Pakistan (when there were not enough jobs to absorb all the graduates from those institutions) are paying off as Pakistan begins to field a modern, highly productive labor force that is the envy of more prosperous but less tech savvy nations elsewhere in the region.

Strategically located in South Asia, Pakistan is at the crossroads between Eastern and Western Asia. With three major international airports and thirty-eight domestic airports, Pakistan is accessible via fifty international airlines. Pakistan's geographical location, a rapidly expanding transportation and communications infrastructure and an environment conducive to business makes it an attractive destination for investors.

Pakistan is fast becoming the destination of choice for a significant number of international IT/ITeS companies looking to relocate their operations offshore. The ready availability of skilled professionals, an appropriate IT infrastructure, and affordable rates for connectivity result in considerable time and cost savings for entrepreneurs.

Pakistan is emerging as the destination of choice for IT outsourcing in Pakistan for the following reasons:
· An IT workforce of 133,000 with good English language and people skills growing at a phenomenal rate of almost 20,000 a year.

· A hundred and ten ISO-certified IT companies, with over 25 undergoing CMMI rating.

· A reliable digital telecommunications infrastructure with backup and reliable energy and transport networks.

· An ambitious program of world-class IT Parks, with a rental rate of approx. US$1 per sq ft /month.

· A prosperous economy that offers lucrative domestic opportunities and is attracting increasing amounts of international investment.

· A steadily improving risk rating and a tightening environment for intellectual property protection.

· A streamlined government regulatory process of one of the most attractive incentive programs anywhere, which includes tax exemptions, 100% foreign equity and earnings repatriation.

· International leaders such as BearingPoint, NCR Teradata, Mentor Graphics and ZTE have chosen to locate their development and consultancy center in Pakistan.
Pakistan's Advantages in comparison with neighboring country
Pakistan is the primary beneficiary of India's decision to tax foreign firms with captive IT operations in India. No other economy can match Pakistan's labor pool of educated English-speaking workers. No other economy can match Pakistan's scalability, reliability and low-cost environment.

Pakistan offers five advantages over India:
· Western experience: Executives at IT firms in Pakistan often have worked and gone to school in the U.S., which is Pakistan's largest export market. Indian IT firms whose managers have worked in the West are generally more expensive than similarly positioned Indian firms, without always providing noticeable differences in program implementation capabilities. The willingness of Pakistanis to return home from the West stands in marked contrast to most Indians who arrive for school or work in the West and never look back.

· Professionalism and integrity: The personal integrity of Pakistani managers is easy to identify and appreciate, especially by Westerners with business experience elsewhere in the region. However, the relatively open and trusting nature of Pakistanis has made them easy prey for Indian business brokers who have managed to cheat several Pakistani IT firms by offering to provide them with outsourcing contracts in exchange for up-front fees. The Pakistanis assumed that these Indians were open minded and charitable for coming to help less experienced firms in Pakistan gain access to international contracts, until the Indians took their money and disappeared.

· Higher labor availability: Fewer holidays in Pakistan means less slippage in staff availability compared to India. IT firms in India are advised to hire a diverse workforce so that members of one community can enjoy important festivals while members of other communities cover the phones and keep production going.

· Good accents: Pakistan's official language is English. Only Kolkata (formerly Calcutta) and the Punjabi areas of India can come close to competing with accents in Pakistan, where many families speak English at home and where accent neutralization for non-native speakers of English is substantially easier than in India. Language skills and accents provide Pakistan with a major advantage over all other Asian outsourcing destinations.

· Low cost talent pool: India's top-tier labor force for IT work has been stretched thin in many areas, especially Bangalore, where escalating wage rates, turnover and higher outsourcing prices are reaching critical mass at the same time that the urban infrastructure has exceeded its carrying capacity. Annual turnover rates for most merchant call center facilities in India are approaching 100 percent. High turnover rates are causing a shift to second tier Indian cities and to Kolkata. Escalating turnover rates are one of the Indian outsourcing industry's dirty secrets. In comparison, Pakistan's top-tier talent pool is largely untapped and turnover rates are less than 20 percent.
Safety and Security
Pakistan is not without challenges, some of which are real (improving the telecommunications infrastructure) and some are exaggerated, especially in terms of the security situation. Once you have lived through a few riots in India, once you have taught yourself how to quickly turn the lights out and lay down on the floor because you are afraid of what might come through the window, then Pakistan doesn't seem so scary anymore.

The biggest danger that Westerners face in South Asia is from automobile accidents, particularly at night. India has over 8 times the number of highway fatalities per passenger mile than the U.S.

If you go looking for trouble, you will find it, whether in the back alleys of Karachi or the parking lots of many suburban U.S. shopping malls. Americans who have worked in both Karachi and Mumbai report that there is no discernable difference in the safety and security situation in both cities. The lack of reporting in the U.S. media on the occurrence of violent disturbances and general strikes in India, versus the close coverage often afforded to Pakistan, has created the illusion that Pakistani cities are somehow more dangerous than cities elsewhere in the region, especially for Americans.
Current Situation in Pakistan some Areas of concern
Companies in Pakistan are facing rapid shortages of adequate low-cost workers (or we should say optimal-cost workers).

Here is the basic set of competitive pressures faced by outsourcing centers:
1. Competition is driving down price-points.
The average rate charged by Pakistani companies for outsourced work for export varies from US $15 - $30/billed hour depending on how "specialized" the work is considered. This rate works in competition with Indian firms, who offer much higher quality and professionalism at about $45+.

However, with more and more options increasing for sourcing adequate software development work, including Vietnam, Bulgaria, Mexico and others that are cheaper, and also sites such as oDesk that provide reasonable quality, these price points will continue to lower unless companies choose the specialize.
2. Low-levels of professionalism and effective middle-management, high cost of business means high overheads.
The numbers are staggering actually. Rent in major cities of Pakistan especially Islamabad is now 2nd highest in the world after Dubai — higher than London and L.A. Utilities and adequate backups require more operational expense.

On top of that, very high employee turnover rates in the industry in general (resulting chiefly from a VERY poor understanding of contracts by employees in this country) means much more added overhead in hiring and training replacements.

Finally, for calculation of cost / billed-hour you have to consider the quality of the resources in general as well. In Pakistan you typically have to have two managers for each individual person on your front-line, "guiding and teaching" that person on how to get the work done.

By the numbers, this means that if you hire someone with a salary of U.S. $4 / hour (Rs.40k) your overheads to keep that person working in your office will be about $18-20.

This the total cost of resources varies here between $15 - $24. Depending on the prices charged, then, the total margin is $4-6 / billed hour.
3. With a shortage of "good quality" employees, the salaries of the limited amount of good people is increasing
With more companies competing to get the few people in the industry who are actually worth the buck, salaries are rising rapidly.

This is thus shrinking that margin even further.
SURVEY METHODOLOGY
This section describes the sampling method, data collection procedure and analysis used in the study.
Sampling Method
The questionnaire was floated and information was gathered from different location around the world through email, telephone and interviews.
Research Questions
The following research questions were investigated in the Pakistan
1. What are main types of IT functions being outsourced?

2. When IT outsourcing is being practiced, how extensive is the practice in terms of IT budget spends?

3. What is the length of the IT outsourcing relationships between the client organizations and outsourcing vendor, is it predominately short term or long term?

4. What is the main type of IT outsourcing relationship (contractual versus partnership style) being maintained?

5. How does the type of IT outsourcing relationship impact on the overall success of the IT outsourcing relationship?

6. What is the main reason behind outsourcing, any preferred location of outsourcing?
Sample of Study
1. What are main types of IT functions being outsourced?
Software development, Hardware manufacturing, call centers.
2. When IT outsourcing is being practiced, how extensive is the practice in terms of IT budget spend?
It could range from $100 - $1million. Critical systems are not outsourced, only trivial application and non priority tasks are outsourced.
3. What is the length of the IT outsourcing relationships between the client organization and outsourcing vendor, is it predominately short term or long term?
Depends on the experience. There are lots of choices for outsourcing now days, like china, Pakistan, India, Philippines etc. So one has to cope up with the competition.
4. What is the main type of IT outsourcing relationship (contractual versus partnership style) being maintained?
Both.
5. How does the type of IT outsourcing relationship impact on the overall success of the IT outsourcing relationship?
Trust, is the driving factor.
6. What is the main reason behind outsourcing?
Infrastructure and human resource cost.
7. Any preferred location of outsourcing?
china, Pakistan, India, Philippines
Data Collection
In first phase target countries were Japan , UK, Australia. The result was complied and analyzed from total of 24 samples collected from the focused countries. In next phase we will conduct study within Pakistan and some European and African countries.
FINDINGS OF THE STUDY

Most Preferred location
Fig 10 shows that India is undoubtedly the most favored location, while Canada , Pakistan and china are also among the preferred location for the outsourcing. India being the leader in IT industry around the world holds very strong grounds and seems to stay there for few more years.
Main Reason behind Outsourcing
Fiq 11 shows the lists of reasons why people around chose there outsource partner and opt for outsourcing. By our study we found out that cost is the biggest factor causing the outsourcing. We also found that slowly trend is changing and community is focusing more on expertise and professional skill level rather than only cost and cheap labor.
Client Vendor Relation Ship
Fiq 12 shows the Type of relationship client and vendor would like to have. Our sample result suggests that most of the time it's just the response and behavior of both the parties that decides the faith of relationship.
Partnership vs Contractual
Fig 13 Shows that around 50% percent of the time there is project led by two partners under some contract. There is no line separating the two. The companies feel more comfortable with old partners with whom they have been contracting.
CONCLUSION
The data collected from the study illustrates several interesting findings that can be used for practical and research purposes especially in terms of the future ITO practices or trends among Pakistani companies. The study found that ITO is not new in Pakistan although the new orientation of the whole outsourcing has changed to focus more on the IT or IS functions. But at the same time the current situation and economic crisis is affecting Pakistan's image and has slowed down the pace of growth as ITO.
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SOFTWARE SERVICES
Visualsoft: Hardware and software system integration

Kalsoft: Advanced infrastructure design and implementation

Averox: Enterprise client/server based solution

Si3: System Integration solution providers

Techlogix: Business process improvement solutions

Techaccess: Enterprise management solutions

Systems Ltd: IT and BPO services

Pi Sigma Group: Consulting and software development

Comcept: Innovative telecom solution provider
IT ENABLED SERVICES
Post Amazers: Animation. "Son of Mask" and "Exorcist : The Sequel"

LMKR: Seismological and Geological Data Management. BP, CALTEX, TEXACO

iEngineering: Platform Management. Most comprehensive database in the world

Touchstone BPO, Ovex, Infospan, TRG, IT24: IT enabled services/Call Centers

