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Abstract

This chapter introduces a prescriptive conceptual framework from the
practitioner’s perspective for the “ offshore-insourcing” journey. In the
decision phase of offshore-insourcing, we answer the questions “Why to
insource from offshore?” “What to insource from offshore?,” and “ Where
to offshore?” In the implementation phase we answer the question “ How to
insource from offshore?” and describe the importance of evaluating
outcomes. In the process of answering these questions, we discuss insourcing
vs. outsourcing and the possible need for offshoring. We think of ways to
select the IT functions that can be insourced from offshore, and also look
at the popular offshore destinations. We discuss process of managing
change, setting up the offshore center, recruiting IT professionals at
offshore, and managing the IT professionals at onshore and offshore
within the ambit of the global delivery model. Throughout the decision and
implementation phases of offshore-insourcing, the focus is on the challenges
related to managing IT personnel.
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I ntroduction

The pressure to lower information technology (IT) costs is high on companies
worldwide. The cost of IT, a major component of which is the cost of IT
professionals, is sometimes a stumbling block in the decision to upgrade to
newer and better technology alternatives. Theinternet provides new opportuni-
tiesfor offshoring of IT or IT enabled work. When a service is made available
on-ling, all the user knows is what they see on the screen. If they type in an
internet address and access a service, they do not need to know about the
nationality or race of the I T professionalsthat have actually developed the Web
site. Companies in advanced economies are being driven to look across the
horizon by the lure of low costs of IT professionals in other countries and the
desire for high software quality. Dibbern, Goles, Hirschheim, and Jayatilaka
(2004) notethefollowing:

Even the popular press (Business Week, 2003; USA Today, 2003) have
reported on this issue noting that as much as 50% of IT jobs will be
offshored to India and other off- and near-shore destinations in the next 10
years. Such change it is argued is nothing more than the natural progression
of first moving blue-collar work (manufacturing, textile production, etc.)
overseas followed by white-collar work.

By offshore-insourcing of IT work, a company sets up its own | T department
or subsidiary in another country (that is, it insources IT work from its own IT
department or subsidiary located in an offshore country). However, there are
also some concerns regarding the larger impacts of offshoring by a nation on
itsjob market and itsknowl edge centric competitiveness. Processand operations
knowledge may get |eaked to local entrepreneurs and competing companies at
offshore locations (Karamouzis et al., 2004). The other major concern that is
often highlighted by the popular media is that of job losses. Offshoring is
sometimes regarded as a reason for the slackness in growth of employment
opportunities in developed economies. However, Karamouzis et al. (2004) of
Gartner Research interestingly note the following about job losses:

According to U.S. labor statistics and several academic studies, less than
5% of jobs lost in the United States are attributed to offshoring IT services.
A study commissioned by the Information Technology Association of
America and developed by Global Insight put the estimate at 2.8%. U.S.
government statistics for the last 15 years show that most job losses have
occurred due to automation, changes in industry dynamics and process re-
engineering.
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Many proponentsof theabovelogic facecriticismthat job growth at onshore may
be slower due to offshoring of new projects. Karamouzis et al. (2004) however
state that “new job creation has decelerated in the past three years, perhaps
due to greater efficiencies, automation, the economic downturn or pressure
on companies to improve productivity without new hires.” Karamouzis et al.
(2004) go on to state that concern should not be the number of jobs displaced
whichisacyclical trend, but rather the “ potential loss of critical competencies
and knowledge-centric roles.” Hence, offshore-insourcing is an option to
gain access to low-cost & high-quality skills of offshore IT professionals, and
also to retain critical competencies and knowledge centric roles within the
company, but not necessarily within a nation.

This chapter will explore the offshore-insourcing process by asking the
questions “Why?,” “What?,” “Where?,” and “How?" in a prescriptive concep-
tual framework. It will analyze the forces that are driving offshoring in the
internet age, and how various organizations can respond to this demand. The
process of implementing a decision to insource from offshore is studied by
discussing the process of recruiting I T professionals at offshore, understanding
the need for change management, and discussing the management of IT
professionals at onshore and offshore within the ambit of the global delivery
model.

The Terminologies

Before we delve deep into this chapter, a quick brush up on the basic terminol o-
gieswill help. We broadly define a“client” as anyone in need of services. The
terms*“client” “customer,” and “buyer” imply afirm (or evenanindividual) that
isseeking services, from either internal service providers (liketheclient’sown
internal I T department, or its subsidiary) or from external service providers (a
vendor/supplier). Theterm“ client-entity” impliesany entity that isowned by the
client, such asthe client’sinternal IT department or its subsidiary. In the same
vein, the terms “vendor,” “supplier,” “third party,” and external “consultant”
imply an “external service provider” or a “non-client entity” whose business
isto provide services to the client.

The two cross-organizational terminologies that deal with transfer of work
within or across organizations are “insourcing” and “outsourcing.” A com-
pany “insources” work fromitsown I T personnel and “ outsources” work to the
IT personnel in an external company (vendor). In other words, insourcing
implies that the service providers are client employees (who work for its
subsidiary or internal 1T department); whereas outsourcing implies that the
service providers are external IT personnel (such as employees of vendor/
supplier firms or external consultants).
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Figure 1. (Infout) sourcing from (on/off) shore

Cross-organizational: We ‘insource’ from within the company and ‘outsource’ to
vendor/supplier (outside the company)
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The two cross-border terminologies that deal with transfer of work within or
across countries (or geographical borders) are “onshoring” and “offshoring.”
A company “onshores” work to IT personnel residing in its own country, and
“offshores” work to I T personnel some other country. In other words, onshoring
impliesthat the service providers are I T personnel located in the same country
asthe client; thisis also known as domestic-sourcing or onshore-sourcing. On
the other hand, offshoring implies that the service providers are IT personnel
located in a country, which is different from the client’s country; thisis also
known as global-sourcing or offshore-sourcing. For example, both China and
India may be considered as “offshore” countries with respect to the United
Kingdom or USA.

As shown in Figure 1, these basic cross organizational and cross border
terminologies can lead to four combinations: (1) onshore-insourcing (or
domestic-insourcing) impliesthat both the client and itsinternal I T department
(or subsidiary) that provides IT services is located in the same country, (2)
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offshore-insourcing (or global-insourcing) implies that the client's IT department
(or subsidiary) that provides I T servicesislocated in acountry that is different
from the client’s country, (3) onshore-outsourcing (or domestic-outsour cing)
implies that both the client and the vendor personnel are located in the same
country, and (4) offshore-outsourcing (or global-outsourcing) implies that

the vendor personnel are located in a country that is different from theclient’s
country. In this chapter, we will be discussing about offshore-insourcing or
(global-insourcing).

The Conceptual Framework/Model for
Offshore-1nsour cing

Figure 2 givesthe proposed conceptual framework/model for offshore-insourcing
that will beusedinthischapter. Simon (1960, ascitedin Dibbernetal., 2004, pp.
14-17) had proposed a four-stage model for decision making that comprised of
the stages (1) intelligence, (2) design, (3) choice, and (4) implementation.
Dibbern et al. (2004) had adapted Simon’s model in their literature survey of
information systems outsourcing. Similarly, Simon’smodel isadapted here for
offshore-insourcing, by modifying Simon’s intelligence, design and choice
stages into the why, what, and where stages respectively and clubbing these
three stages into the decision phase. Furthermore, we break down the final
implementation phase into the two stages of “how” and “outcomes.”

Hence, the offshore-insourcing process has been assumed to have two distinct
phases, namely the decision phase and the implementation phase. In the
decision phase a company asks the following three questions:

e Why to insource from offshore
. What to insource from offshore
. Where to offshore

Thesethree decision-phase questions (or stages) can be combinedintothesingle
decision question, that is: “*Why' to insource ‘what’ from ‘where’ in off-
shore?” Furthermore, the implementation phase comprises of two stages that
asks the “how” question and finally evaluates the outcomes:

. How to insource from offshore
. Evaluate outcomes
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In the “Why to insource from offshore?” stage we ask the question of whether
acompany needsto insour ce from within or outsourceto avendor, and whether
the company needs to go offshore to another country? If the company does
decide go offshore to another country, then, should it ook at an offshore-based
vendor (for offshore-outsourcing) or should it set up its own offshore subsid-
iary (for offshore-insourcing)? Moreover, given that there are so many
concernsabout offshoringinthemediaandinthepublic, how should the company
filter out the realities from the myths and make a knowledgeable decision?

In the “What to insource from offshore?” stage we ask the question on how
a company can select the IT functions that it should insource from offshore?
In the “Where to offshore?” stage we look at the criteria for choosing an
offshore destination, and al so survey some of the popular offshore countriesand
cities (see Appendix | of this chapter).

Figure 2. Conceptual framework/model for offshore-insourcing

v Why to insource What to insource N\
/ \_ from offshore? from offshore? J '\
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In the “How to insource from offshore?” stage we discuss and prescribe the
processes for creating the team that will be implementing the decision to
offshore, managing change, getting the offshore officeready, analyzing options
for recruiting at offshore, and the setting up onshore-offshore coordination for
recruitment and induction training. We also discuss the global delivery model
and the management of the T professional sat onshore and offshore. Finally, we
evaluate the outcome of the entire offshore-insourcing process, and use the
feedback to further improve the decision making and implementation phases.

Decision:
Why to Insource from Offshore?

Thedecision question“why toinsourcefromoffshore?’ can bebroken downinto
the questions “why to insource?’ and “why to offshore?”

Why to Insource?

Hirschheim and Lacity (2000) conducted fourteen case studies that assess the
experiences of companieswith outsourcing. They provide evidencethat compa-
nies need not necessarily turn to outsourcing to improve IT performance, and

Table 1. Insourcing vs. outsourcing

Insourcing Qutsourcing

v' More suitable when it is difficult to v Enables organization’s personnel to focus on its core
define requirements (uncer tainty) business, by outsourcing the non-core activities

v" Morecontrol over strategic assets, v' Assistsin mgor reorganizations by making transitions
resourcesand IT personnel smoother & quicker

v Inthe absence of competent vendor | v* Frees up in-house resources and I T personnel for new and
personnel in the market, insourcing is innovative business/technol ogy development, by turning
the only option over legacy systemsto vendors

v Lower risk of intellectual property v Quality and service improvements from established service
rightsviolation by interna I T providers
personnel (in comparison to difficulty | v/ Accessto technical expertise of external I T personnd,
in negotiating | P rights with external when the sameis not available internally.
vendors) v Financial advantages:

v’ Better when avery high degree of oCost reduction (possible reduction in IT personnel costs)
firm specific business knowledgeis oCosts ar e predictable (determined while negotiating
required by IT personnel (since outsourcing deal)
knowledge transfer to external vendor oReduction in Capital expenditure (for IT infrastructure)
personnel would be difficult) v Flexibility and control in increase/decrease of IT manpower

v" No threat of opportunistic behavior as needed
by external vendor personnel
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believe that IT managers can often times replicate a vendor’s cost reduction
tactics, provided they get the much needed support from their upper manage-
ment. In many of the case studiesit wasfound that |arge scal e outsourcing, often
ledtolower than expected flexibility and lower than expected servicelevel sfrom
the vendor’s I T personnel. Furthermore, a number of contracts are either being
renegotiated or being terminated; and some companies are considering pulling
their I'T functions back in-house once an outsourcing contract is terminated.

Outsourcing is not the panaceafor all ills. At shownin Table 1, both insourcing
and outsourcing havetheir prosand cons (Ang & Straub, 1998; Aubert, Rivard,
& Patry, 1996; Currie & Willcocks, 1998; Earl, 1996; Jurison, 1995; Loh &
Venkatraman, 1992, 1995; Nam, Rajagopal an, Rao, & Chaudhury, 1996; Nelson,
Richmond, & Seidmann, 1996; Poppo & Zenger, 1998).

Why to Offshore?

Why isthere such great excitement about offshoringwork to I T personnel inthe
other countries?|soffshoring sustainable over thelong-termor isit just apassing
fancy? Literature suggests that offshoring of 1T work will continue to grow for
thefollowing reasons:

e Access to large markets with high growth potential: The favorite
locationsfor offshoring like Chinaand India(see Appendix |) arealsolarge
and growing markets. It is strategically important to establish an early
presencein such devel oping countrieswhich haveahigher growth potential
than the relatively mature developed countries (Apte & Mason, 1995, p.
1252).

. Cost savings: The offshoring option offerslower cost advantages (prima-
rily due to lower salary levels of offshore IT personnel) and is probably
biggest driver behind the offshoring trend (Apte & Mason, 1995, p. 1252;
Carmel & Agarwal, 2002; Sinha& Terdiman, 2002; Sobol & Apte, 1995).

. Fastest timeto market by working round the clock: Potentially all 24
hoursof theday can bedevoted to any task by globally distributing thework
to IT personnel across multiple time zones. Thisfor example canleadto a
faster cycle time for software production (Apte & Mason, 1995, p. 1252;
Sinha & Terdiman, 2002), and allow continuous 24x7 operations and
monitoring of critical IT functions and infrastructure by IT personnel
(needed for customer service, network management, production support,
etc.).

. Latest technologies and the Internet: The latest technologies allow
collaborationamongglobally distributed | T professionals(Carmel & Agarwal,
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2002, p. 66). Theinternet hasgreatly hel ped the phenomenon of I T sourcing
by allowing personnel acrossthework to easily shareinformation. Commu-
ni cationtechnol ogiessuchase-mailing, tel econferencing, videoconferencing,
and instant-messaging allow for better coordination in spite of the geo-
graphic distances.

. Modular design of IT tasks: Certain IT tasks (for e.g., in IT production
or support) can be designed in amodular fashion (i.e., they can be broken
downinto smaller andrelatively independent modul es) that makesit easier
to distribute the work globally among IT personnel with reduced transac-
tions costs (cost of coordinating work activitiesamong the personnel), and
allowsfor easier synchronization, communication, supervision, and feed-
back mechanisms among the IT personnel (Carmel & Agarwal, 2002, p.
66).

. Skilled pool of IT professionals: There is large supply of qualified IT
professionals in many offshore destinations like India (Apte & Mason,
1995, p. 1252; Carmel & Agarwal, 2002; Sinha & Terdiman, 2002).

. Scalability and bench-strength: The sizable supplies of qualified low-
cost I'T personnel at offshore allows companies to have a certain number
of I'T personnel inthe*waiting mode” i.e. waiting to be assigned to projects,
and are used to quickly ramp-up projectswith I T personnel when the need
arises. Having asmall number of low-cost but highly skilled personnel inthe
“waiting mode” for being assigned to projects is also known as “bench
strength,” and allowsthe firm to respond rapidly to sudden requirements.
Alternatively, companies can also hire I'T personnel rapidly from the job
market, thankstothehugeavailability of qualifiedlow-cost I T professionals
in many of the offshore destinations (like Chinaand India).

Concerns About Offshoring

However there are some valid concerns about offshoring work to I T personnel
inother countries, whichinclude: (1) problemsof communication and coordina-
tion, (2) cultural differences, (3) lack of trust, (4) difficultiesin arranging visas/
work-permits, (5) offshore unit’s lack of company/industry specific domain
knowledge (both business & technical), (6) lack of control over quality and
schedule, (7) possible violation of intellectual property rights, (8) unclear
government attitude towards cross border data flow and trade-in services, (7)
unsatisfactory infrastructure in the offshore destination, (8) possibility of an
unstable economic, political, or social environment, (9) security of physical
assets and intellectual capital, and privacy, (10) knowledge transfer, and (11)
managing uncertainty in I T requirements and unanticipated changesin scope of
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offshoredwork (Apte& Mason, 1995, pp. 1252-1253; Carmel & Agarwal, 2002,
p. 68; Sinha & Terdiman, 2002; Sobol & Apte, 1995, p. 271).

Some of the reasons that motivate companies to insource their I T needs from
their offshore subsidiary (or offshore IT department) rather than to outsource
them to an offshore (external) vendor are: (1) greater information & data
security, and intellectual property (IP) protection, (2) absence of some specific
expertiseinthe offshore vendors, and (3) possibility of gaining greater |ow-cost
benefits by running one's own subsidiary, rather than pay high margins to
vendors (Karamouzis et al., 2004). However, some of these offshore subsidiar-
ies may be short-lived due to several factorsthat makeit challenging to sustain
it as a competitive option. We categorize the contributing factors as follows:

. Difficulty in achieving economies of scale: “Economies of scale” will
bedifficult toachievesinceacompany hasafinitelimittoitsinternal needs.
Analternativeisto convert theinternal I T department (or subsidiary) to a
“spin-off.” A spin-off is a company, which was originally an internal 1T
department (or subsidiary) of itsparent company, but isnow independently
selling its services to the market. Thiswould help in expanding the spin-
off’s revenue base and number of IT personnel, and thereby achieve
greater economies of scale, but this will also involve additional invest-
ments/costs. (Karamouzis et al., 2004; Willcocks and Lacity, 1998, p. 26,
pp. 31-32)

. Costs of technology infrastructure and human resource manage-
ment: Therecurringinvestment costsrequired for staying updated withthe
latest technology and infrastructure can cause the offshore subsidiariesto
belesscost-efficient. Also, costsfor recruiting and managing I T personnel
inanew andincreasingly competitivelabor market cangrow. Additionally,
management time and effort spent to manage one’s own offshore subsid-
iary or I T department would be higher than whenthe I T work isoutsourced
to vendor personnel (Karamouzis et al., 2004)

Decision:
What to Insource from Offshore?

A two step approach might be hel pful to answer the question “What to insource
from offshore?” The first step would be to “look inside” and select the IT
functionscanbeinsourced from offshore | T personnel, starting with the“ easiest
first”. The second step would beto “look outside” and find out about the skills
of the IT personnel available at offshore.
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Step 1. Look Inside — Select the IT Functions that can be
Insourced from Offshore, Starting with the “Easiest
First”

How does acompany decidewhat I T functions are suitable for insourcing from
offshore?I T functionsare easi est to of fshorewhen acompany isconfident about
the following (Apte et al., 1997; Hotle & lyengar, 2003; lyengar & Terdiman,
2003; Sobol & Apte, 1995):

1. Maturity of associated processesis high; processes are well defined and
documented

0  For example, acompany with ahigher CMM rating will be better at
insourcing of software development from offshore, sinceitsprocesses
are of the higher quality and its I T personnel are educated about the
best quality processes

2. Project management skills of IT managers and professionals are good
at both and onshore and offshore

3. Requires lesser degree of interaction (communication and coordina-
tion) with onshore management or onshore users, and face-to-face
interaction between onshore and offshore IT personnel is not necessary

0 Activitiesthat require higher degree of user interaction should not be
carried out at offshore. The extent of user interaction is inversely
proportional to possibility of carrying out an activity remotely. Hence,
initial requirements gathering, analysis and design phases are gener-
ally conducted at onshore by IT professionals

4. High availability of offshore I T professionals who have high levels of
skillsrequired for the I T function

5. Ease of knowledge transfer of both business domain knowledge and
special technology skillsto IT personnel at offshore

6. Requirements can be well defined and documented by IT personnel, and
there is less uncertainty

o Documentation & prioritization: Requirements-gathering and man-
agement is best handled face-to-face. The gathered requirements
must be well documented and prioritized by I T personnel at onshore,
before sending them to offshore IT personnel

0 Requirements change management: Often users of IT systems
don’t know what they want, or are unableto definethem satisfactorily.
Hence changes to requirements over time are common. If the
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frequency of these changes can be controlled, and brought down then
the I'T function can be more comfortably offshored

Based on the above considerations suitable I T functions should be chosen for
insourcing from offshore I T personnel.

Step 2: Look Outside — Find Out About the Skills
Available at Offshore

A suitableinvestigation would berequired to find out more about the skillsof IT
professionals at the prospective offshore destination. But how doesonefind out
the skills of the IT professionals in a prospective offshore destination? One
option may be to survey “what services the offshore based software service
providers (vendors) have to offer?’ For example, if India is a prospective
offshore destination, and if some large India based software service providers
can provide certain IT services for certain industries, then, there is a good
probability that skilled IT professionals are available in India for those IT
functions (Marriott & Wiggins, 2002). Though a company that is attempting
offshore-insourcing of IT will not actually outsource to any of these
vendors, these kinds of surveys can provide valuable information about the
skills available in the offshore destination. As an example, we have listed the
services offered and the industries targeted by a large India based software
services provider named “Infosys” (http://www.infosys.com) in Appendix Il at
the end of thischapter, which would give anideaabout the capabilities of the | T
personnel at the respective offshore location (Infosys, 2005b, 2005c).

Decision: Where to Offshore?

Kempf, Scholl, and Sinha (2001) reported the eval uation of competitiveness of
various countries as preferred destinations of offshoring, based on studying
factors like infrastructure, 1T personnel availability, capital and entrepreneur-
ship. The characteristic of the labor pool of IT professionals was used to filter
aninitial list of 33 countriesto ashort list of 17 countries, namely: China, India,
South Korea, Malaysia, Philippines, the three Baltic States, the Czech
Republic, Hungary, Poland, Russia, South Africa, Argentina, Brazil, Chile,
and Mexico. For further short listing, infrastructure, capital, and risk ratings of
countries were then used by Kempf et al. (2001) to identify the following key
regionsfor offshoring:
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. Brazil ispossibly the best suited for cross-border collaboration opportuni-
ties among the four countries short-listed from the Americas (Argentina,
Brazil, Chile and Mexico). Though currently below alot of radar screens,
Brazil displays some strong fundamental characteristics that make it a
potentially attractive country to consider. One of Brazil’ skey attributesis
the level of telecommunication and Internet infrastructure deployed.

e China has created an environment supportive of cross-border collabora-
tion. Thelabor force appearsto be strong in high technology and datafrom
other industry sources indicate that China offers very competitive charge
ratesinthe T sector. Measures of China’ sinfrastructure are also positive,
though, like India, China does not seem to be spending as much on
investmentsin telecommunications. I nfact between 1995 and 1999, China
spent atotal of $5.9 billion—only slightly more than the Philippines’ $5.1
billion.

e  TheBaltic states of Estonia, Latvia and Lithuania offer some interest-
ing opportunities for cross-border collaboration. While data on wages for
thesethree countriesisunavail abl e, each of these countrieshassome of the
highest numbers of scientists and engineersin research and development
per million people of all the countries studied.

. I ndia continues to be the predominant offshore player with software and
services. Indiahasalarge, technologically advanced labor pool. Infact, the
U.S. Immigration and Naturalization Service (INS) reports that Indian
nationals received 42.6% of the H1-B temporary skilled worker visas
issued between October 1999 and February 2000. Also, government
support of itstertiary education systemsand privatel T training institutions,
along with alow-wage-rate environment, continues to make India attrac-
tive as a source of skilled technologists. However, the economic data
collected in our research reflects a dichotomy between the growth of
demand for IT services and the development of telecommunication and
informationtechnol ogy infrastructurethat may causeconcerninthefuture.

Going by reports in the media and various other sources, as of how China and
Indiaareamong thetopmost playersin offshore-insourcing arena (Cohen, 2005;
Karamouzis& Y oung, 2004; Kempf et al., 2001; Wiggins, Datar, & Liu, 2002g;
Wiggins, Datar, Leskela, & Kumar, 2002b). The offshore-insourcing scenarios
of these two countries have been discussed in Appendix | of this chapter.
However, it isimportant to note that these are not necessarily the only countries
that can successfully offer theadvantages of off shore-insourcing. Though China
and India seem to be among most “popular’ destinations at present, this can
change in the future. The countries that offer the optimum balance in terms of
cost, infrastructure, accessibility, skilled I T personnel, political climateand social
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acceptability wouldbe“right” destinationsinthefuture, depending onthe needs
of relevant company. The following factors need to be considered while
considering an offshoring location (lyengar, 2005; Karamouzis& Y oung, 2004):

1. Cost of IT personnel: Salaries for IT personnel vary from location to
location

2. Infrastructure: Telecommunications, roads, real estate, water, and power
3. Access: International access and quality accommodation

4. Talent pool/skills: Availability and diversity of skilled I T personnel, and
academicinstitutionsthat can continuously generatesuch skilled I T person-
nel with diverseskills

5. Cost of living

6. Poalitical climate and support: National and state/local governments,
political ideology, andreligioustolerance

7. Quality of life: Housing rates, cosmopolitan feel, religious tolerance,
transportation, crime rate, climate and public infrastructure

8. Expatriatefriendliness: A job posting at the chosen location should not
be considered a hardship assignment by the expatriates

9. Service-line capabilities: Some locations may be specialized hubs for
particular types of industries and services

| mplementation:
How to I nsource from Offshore?

Various issues related to offshore-insourcing were discussed in the earlier
sections(i.e., decision making phase), namely “why toinsourcefrom offshore?,”
“what to insource from offshore?”, and “where to offshore?” Wefind that there
is a scarcity of literature on “how” to insource from offshore. Therefore, a
conceptual approach is adopted in this section where the author utilizes his
experienceof workinginthelndian softwareindustry to comeupwith apossible
conceptual framework that attempts to answer the “how” question?.

How to Create the Offshore Implementation Team?

An “Offshore Implementation Team,” which is the “core” team with the
responsibility of overseeing theimplementation of the offshoring operation, can
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be created. This core team may comprise of the company’ s onshore employees
and/or external consultants. The offshore implementation team can use the
assistance of the onshore company’s high-level management and various
external entitiessuch aslegal consultants, HR consultants, telecommunications/
network consultantsand facilities/infrastructure consultants. Visas/permitswill
need to be processed and issued for all offshore implementation team members
and other people that will be traveling to offshore.

For exampleasshowninFigure 3, the offshoreimplementati on team may consist
of aproject manager, human resource coordinators, technology and infrastruc-
ture coordinators, and an offshore-insourcing process coordinator.

Figure 3. Creating an offshore implementation team

Company’s
Top level
Management

Offshore Implementation Team

Project Manager
(Offshore Implementation project)

2

[ ] v 1
Technology & Offshore-Insourcing
Infrastructure Process Hl::,g?;d?:: ;‘;ce
Coordinators Coordinators

Offshore
Facilities
Infrastructure
Management

Offshore
Telecommunications &
Networking Group

Creating an offshore implementation team

(- Subrala Chakrabarty)
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The “project manager” (of this offshore implementation project) will have
general managerial responsibilities towards setting the offshore facility, will
interact with the company’s top level management, and will have the various
coordinators reporting to him or her. The “HR coordinators” will take up
responsibilities of organizing training, staffing and rel ated scheduling and man-
agement activities. The “technology and infrastructure coordinators” will
take up theresponsibility of network/system infrastructure management, which
involves procurement and setting up of equipment for the offshore facility, and
related scheduling and management activities. The “ offshore-insourcing pro-
cess coordinators” should ideally be people with prior experience in setting up
such offshore facilities, in advising and coordinating the offshoring process, in
change management, in addressing challenges of the offshoring process, and in
related risk mitigation activities.

The offshore implementation team will interact with various other groups like
the company’s top level management, the offshore telecommunications and
networking group, the offshore facilitiesinfrastructure management group, the
legal consultants, and the offshore HR consultancy firms.

The company’ stop level management will have the responsibilities of sanction-
ing fundsfor the offshoreimplementation project, monitoring the businessval ue
of the offshore implementation exercise, getting the go-ahead from the firm’'s
sharehol ders, championing change management, reviewing the status at identi-
fied milestones, and making relevant decisions and approvals for future phases
(Kobyashi-Hillary, 2004, pp. 231-248).

The offshore telecommunications and networking group will be responsible
for designing the corenetwork that will berequired to set up offshore operations,
shipping/installing/configuring of the core network infrastructure in the new
offshore office, setting up connectivity (wide areanetwork or WAN) among the
onshore and offshore offices for secure data communication, and setting up of
telecommunication networks such as phone lines and internet service (CMIS,
2004).

The offshore facilities infrastructure management group can help, for
example, in either setting up the offshore office in apreviously established I T
Park which houses other international companies, or actually hiring contractors
to build a new offshore facility building. The facilities should include office
furniture, power systems, cooling systems, and network cabling (CMIS, 2004).

Thelegal consultantswould provide counseling onlabor laws, offshoretelecom
regulations, data privacy and cross-border information transfer, offshore intel-
lectual property laws, taxation, software copyright and license laws, etc....
(Kobyashi-Hillary, 2004, pp. 177-190)

The HR consultancy firms will be responsible for advertising, creating brand
awareness in the offshore labor market, and assisting the offshore implementa-
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tion team’'s HR coordinators with staffing activities like executive search,
recruitment, training and temporary staffing (Cerebrus Consultants, n.d.; Ma
Foi, n.d.).

By benchmarking against companies that have successfully set up offshore-
insourcing operations (see Appendix |), the offshor e implementation team must
plan and then compare its offshore implementation performance. Appendix-I,
which addresses the question “Where to offshore?’ provides a list of the 15
biggest InfoTech companies in the world, most of which have an offshore
presence in China or India. These companies may be used as benchmarks of
successful offshore-insourcing.

How to Manage Change Among Onshore IT Personnel?

lyengar and Morello (2004) suggest that the questionslistedin Table 2 are asked
by the onshore business unit staff and onshore I T professionals whenever they
hear the dreaded “offshore” word in their organization. IT professionals at
onshore share the concerns of the business unit, and also have additional
concerns since they are the primary individuals affected by any offshoring
decision. Staff members in the business/administrative units are primarily
concerned about changes in work procedures, loss of expertise, personal
benefits, and risks and the need for a cautious approach. IT professionals are
additionally concerned about the possibility of loss of their own jobsand those of
their friends, their perpetually uncertain future, and their own capabilities to
handle such a change. Companies may face non-cooperation and lack of
initiativefrom unmotivated employeeswhil e offshoring.

Table 2. Business unit and IT staff concerns on offshoring (Compiled from
Gartner Research, lyengar and Morello (2004))

Business Unit Staff concerns IT Staff concerns on offshoring
on offshoring (in addition to concer ns shar ed by Business staff)
= “How will my business = “Will I lose my job?”
unit get the work done = “Will my friendslose their jobs?”
now?” = “Evenif | makeit through the first round of layoffs, what
= “Won't welose our subject happens next?”
matter expertise?” = “They're only keeping me through the transition, so why
= “Why should | support this should | help out?”
effort? What'sin it for = “How can | possibly performin my new role--one that | don't
me?’ like and am not trained to handle’
= “lsn'tthisinitiative = “WIll | need to work additional hours or shifts so that | will
risky?” be able to communicate with my offshore counter parts?”
= “Shouldn’t we take things
slowly--one step at a
time?”
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Table 3. Change management challenges (Compiled from Gartner Research,
lyengar and Morello (2004))

Emotional challenges

Communications
challenges

Execution challenges

= Emotions: disbelief,
anxiety, fear, denial,
shock, resentment, anger,
stress, resistance,
disengagement and a
desireto leave the
organization. As aresult,
productivity falls

= Fear: employees wonder
if they will lose their jobs
next

= |nformation accuracy:
Delays, second-hand
information, distortion

= TheMedia:
Misinformation from
media stories causing
panic and resentment

= Management
communication:
Conflicting information
from managers

Tolerance: Lower initia tolerance for
offshoring by norma employees
Processes: IT process need to be
redesigned for more complex global
delivery

Knowledge Transfer: Business& IT
knowledge transfer to offshore
Control: Power & control of onshore
management/staff over offshore
Transition: Long transition time and
employee attrition during thistime

lyengar and Morello (2004) further suggest three kinds of challenges that
companies encounter in early stages of offshoring, namely: emotional, commu-
nications and execution challenges, which are explained in Table 3. Emotional
challenges are often triggered by emotion rather than reason; communication
challenges involve misinformation and distortion; and execution challenges
represent practical concerns in performing successful offshoring.

Hence, a communication strategy should be created to introduce the concept
of an offshore IT team and to address the fears of the existing onshore IT
professionals about offshoring. Communication can be affected through peri-
odic staff briefings, weekly newsl etters, increased noticeboard activity, etc. The
company moving offshore might want to undertake awareness training ses-
sions for the company’s onshore employees to familiarize them with their
proposed offshoring plans and processes, and hence lead to better mutual
understanding. M anagers should communicate of f shoring plans with maximum
detailsand honesty totheonshorel T personnel. Failureto do so effectively might
result in abacklash and lower productivity from onshore I T personnel, and can
adversely affect the employer’ simagein the job market (Morello & Terdiman,
2004). The communication strategy can includethefollowing rules (Morello &
Terdiman, 2004):

1. Make acommunication plan for onshore IT personnel, and communicate
transparently all that is known and not known

2. Convey thetruthto onshore I T personnel about the intentions and reasons
for offshore sourcing
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3. Analyze the strengths, weaknesses, opportunities, and threats for the
departments/projects and | T personnel most closely affected

4. Clearly statethe jobsto beretained at onshore, and stateif the affected I T
professionalswould beretrained for other roles by identifying new oppor-
tunities, career options and transition periods for the affected IT profes-
sionals

How to Get the Offshore Office Ready for IT Personnel?

The offshore implementation team will need to get certain important thingsin
place (K obyashi-Hillary, 2004, pp. 123-248) before staffing the offshore office:

e Getting the Facilities Infrastructure ready
e  Getting the Technical Infrastructure ready
e Other tasks would include:
0 Establishingabankingrelationship
Selecting legal representation
Setting up an accounting system
Obtaining required licenses/permits
Obtaining insurance and establishing a security plan

O O O O

One of the major tasks for a company moving offshore is to get the Facilities
Infrastructure ready (CMIS, 2004). The offshore office can be located in a
previously established offshore devel opment park with other international com-
panies, or can be purchased or built in asuitable location. In case the facility is
leased, general maintenance and janitorial services need to be included in the
lease agreement. The facilities should feature all of the basic elements for
establishing aworking officefor I T professionalsthat includes office furniture,
power, cooling, initial telecomm, and network cabling. Appropriate power and
cooling will need to be provided for any technical equipment required.

Another major task would be to get the Technical Infrastructure ready (CMIS,
2004). The offshore office will need to be highly self-sufficient, and yet remain
connected with the onshore corporate location for productive collaboration
between I T professionals at offshore and onshore. Thetechnical infrastructure
that would be needed by offshore IT personnel include e-mail servers, file
servers, Web servers, application servers, database servers, personal comput-
ers, printers, software and also the network infrastructure. Licenses for the
software should allow its usage in the offshore location. A network operation
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team has to design the core network required to support the IT personnel’s
offshore operations. Time should be allocated to ship, install, and configure the
core network infrastructure in the new offshore office. For example, a private
MPLS (Multi-protocol Label Switching) wideareanetwork (WAN) betweenthe
offshore office and the onshore facilities may be set up for secure, inter-
corporate datacommunication. Telecommuni cations networking (phones, PBX
(private branch exchange) equipment, Telco, ISP (Internet service provider)
setup) will also need to be done.

How to Plan Staffing at Offshore?

An organization chart, staffing projection, and staffing budget will have to be
made (CMIS, 2004):

* Anorganization chart for the offshore staff and IT personnel should be
developed. It should al so explain how the offshore office should report into
the onshore office.

* An offshore staffing projection describing the skill set of each staff
member and IT professional, complete with approximate salary bands
appropriate for the offshore region will be needed.

e A staffing budget will need to be prepared, and this will include costs for
legal procedures, consultants, training, travel, communication, accommo-
dation and variousinfrastructure facilities.

How to Make Use of the Recruiting Options at
Offshor e?

The options for recruiting at offshore possibly include (1) direct/permanent
hiring, (2) contract hiring, and (3) contract-to-permanent hiring (M oses A ssoci-
ates, n.d.; Schweyer, n.d). The pros and cons for each option should be studied.
Also, the labor laws of the offshore region need to be studied in great detail
(Kobyashi-Hillary, 2004, pp. 177-190).

Permanent hiring is highly recommended if the position requires the IT
professional to haveaccessto highly critical information systems, have security
rights/privileges, or if the position requires amanagerial role. If acompany can
groom and retain its offshore managerial and IT talent, then there is greater
knowledge retention within the company, and thereis alesser threat of |eakage
of the company’s proprietary or sensitive information. Since there is a greater
dependence on the knowledge possessed by the permanent I T personnel on key
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processes/tools/functions, if akey skilled employee quits, it is harder to find a
replacement that can be equally knowledgeabl e and productive (however, strict
emphasison documentation of processes/tool s/functionsacrosstheorganization
can help new hiresto learn quickly). Permanent | T personnel also increase the
companies’ benefitscosts, they may becomelackadaisical and may taketheir job
for granted, and during business slumpsit is expensive and difficult to manage
the surplus manpower.

Contract hiringinvolveshiring I T personnel temporarily on projects(suchasfor
project work involving programming or engineering services) and thecontracted
IT personnel may be released by the company at any point. Contract hires can
be more responsive to their responsibilities since they don't take their job for
granted. They try to stay updated with the latest technology and retrain on their
skills. This is a more cost-effective approach because during business slow-
downs the contracted IT personnel can be easily released. However, contract
employees have very low job-security and this may lead to high attrition; also
there is significant knowledge loss when the contract hire is released (there is
scope for intellectual capital theft, and sensitive data may leave the company).
When the economy isbooming, it isdifficult to find quality IT personnel inthe
competitive job market and getting good employees as contract hires will be a
toughcall.

In Contract-to-permanent hiring, the IT professional is hired on a contract
basisfor afixed period of time, beyond which there is an expectation that they
could be converted into permanent employees based on performance. The
company can groom, and test the technical knowledge and team skills of the I T
professionals before deciding to retain them full-time. This ensures quality
staffing. If business declines during the “term-of-contract,” the I T professional
can be easily released.

Offshore managers must be ideally hired on a permanent basis, because
continually changing managers will significantly effect and slowdown the
effective execution of IT and administrative functions. Moreover, managerial
skillsarerather hard to comeby, and managers need to build along-term rapport
with their counterparts at onshore to better coordinate the operations of the two
offices and develop a good working atmosphere in the offshore facility. Non-
managerial staff at offshore can be hired on a contract-to-permanent basis,
that isthey will be on a contract basis for alimited period (say ayear), beyond
which they will either be made permanent or released (based on their perfor-
mance). This allows the management to observe their work before making a
permanent hiring decision.

Itisnecessary to groom and build managerial and I T talent at offshore. Toreduce
the effects of attrition, there needs to be a strict enforcement of documentation
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of key processes, tools and functions, which in turn leads to better knowledge
management. During temporary labor spikes, the company can step up the
hiring of contract personnel on a project to project basis and release the
temporary hireswhen demand declines. Thiswill help the offshore company to
be flexible and agile in terms of meeting business and staffing needs while
keeping costs down.

How to Use Expatriates for Offshore?

Companies can bridge the gap of time zones, interaction styles and flawed
communicationshby using thetal entsof individual swith multicultural fluency that
isoften found in expatriates who have been immersed in the customs, language
and workplace rhythms that are essential in the diffusion of new offshoring
processes with the overall enterprise (Bittinger, 2003). Some personnel from
onshore may be deputed at offshore, and some personnel from offshore may be
deputed at onshore, to bridge the onshore-offshore divide. Bittinger (2003)
reports from a study by Hilary Harris (Cranfield School of Management,
Cranfield University, UK) that organizationsare using four typesof international
work assignments:

. Long-term: The expatriate and hisor her family move to the host country
for more than one year

. Short-term: Assignments are less than a year, and may involve family
accompaniment

. International commuter: The employee commutes on a regular basis,
while the family remains at home

. Frequent flyer: The employee takes frequent trips abroad, but does not
relocate

Candidatessel ected for expatriaterolesshould preferably havework experience
abroad for better cultural sensitivity and adaptability, language/communication/
interpersonal skills, leadership skills, ability towork and collaboratefrom remote
locations, understanding of parent companies mission, vision and culture, and
most importantly the person’s and the person’s family’s willingness to travel
(Bittinger, 2003). Bittinger (2003) states that the biggest reason why the
expatriate strategy sometimes fail is due to soft family related issues like
resistance from spouse due to various personal and career related reasons,
inability to adapt to foreign culture, or plain homesickness.
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How to Carry Out the Recruitment and Induction
Training Process?

Will acompany’s current structure be able to support the offshore recruitment
processor will thecompany need to employ theservicesof alocal HR consultant
at offshore? The task of selecting the right staff and IT professionals and
creating the right organization structure may require localized experience. A
company moving offshore might want to maintain authority over the entire
advertising, hiring and training processto gain greater control over theskill level
and servicequality of new employees. Figure 4 showsapossi bleexampl e of how
the recruitment and induction training may be conducted.

Recruitment

Hiring of staff and IT professionals at offshore will involve many tasks (see
Figure 4). Brand awareness should be created by advertising the recruitment
program in the media (such as leading newspapers) and ensure that the job
postings and advertisements have been posted on the company Web site and
others job-search Web sites.

Most HR consultants provide two types of selection services: database selec-
tion and advertised recruitment (Ma Foi, n.d.). Database selection uses an
automated Web enabled database that all ows for speedy matching of candidate
profiles with recruiting company’s needs. Advertised recruitment can be used
for tasks like “head-hunting” to attract specific segments of personnel such as
senior managers, and also for skill specific recruitment.

Interviews with short listed candidates need to be arranged. Interviews at
offshore may be conducted by managers at onshore through videoconferencing;
and in such a scenario, the difference in time-zones between onshore and
offshore need to be taken into account. Access to facilities such as rooms,
computers, internet-connectivity, projectors, printers, teleconferencing,
videoconferencing, etc... should be available at interview sites.

Induction Training

The newly hired managers from offshore may need to travel to the onshore
offices to acquaint themselves with the company’s business, work culture,
policies, practices, and people (see Figure 4). During thistime, managers from
offshore can study the onshore company’s business and I T work. Information
gathered at onshore needs to be clearly documented so that the entire organiza-
tion, including new employees, may benefit fromit.
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Figure 4. Staffing at offshore (A possible recruitment and induction
training process)
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Figure 5. Global delivery in offshore-insourcing of custom software
devel opment
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All the other offshore hires can be trained on the same matters by their offshore
managers (when the managers return to offshore from onshore after their
training), or by the onshore managers (by videoconferencing, or they can fly
down from onshore to offshore). The knowledge transfer process for the new
employees who haven’t traveled onshore may be limited by a lack of face-to-
face contact. Though it might be advisable to send several of the offshore
employeesto onshorefor training, this may involve ahuge cost burden (tempo-
rary relocation, compensation, and travel needs).

How to Manage the IT Personnel at Onshore and
Offshore?

How doesacompany overcomeissuesof communication, coordination, culture,
language, trust, distance, time-zones, and knowledge transfer among I T profes-
sionalsat onshore and offshore? Theseissues can be managed with the effective
and intelligent implementation of the global delivery model.

The global delivery model has been used by offshore based vendors like TCS
(http://www.tcs.com), Infosys (http://www.infosys.com), and Wipro (http://
www.wipro.com) to successfully provide services to its onshore clients. The
sameglobal delivery model can be adopted when acompany decidesto insource
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it's 1T needs from its own offshore subsidiary. In global delivery, acompany’s
offshore delivery centers are located worldwide and are comprehensively
networked with collaborative systems and technol ogies that allow the seamless
integration of projects being delivered from multiple locations, and thereby
provide economies of scale & scope (Tata Consultancy Services, n.d.).

The “global delivery model” is an offshoring model that takes advantage of the
global talent pool to givethebest valueto acompany intermsof cost and quality.
AsillustratedinFigure5, thework isbrokendownintological components, which
arethen distributed to suitableglobal locationssuch that the company getsaccess
totheglobal talents(of I T professionalsfrom various countries) and al so creates
maximum valuein terms of cost and quality (Infosys, 2005a). The procedure of
narrowing down on the IT functions that can be insourced from offshore has
been explained in the earlier section “What to insource from offshore?’ In the
example shown in Figure 5 where custom development of software is selec-
tively offshored, the onshore I T professionals can beinvolved in user/customer
interaction & coordination, systems planning & selection, systems analysis,
requirementsdetermination, high level design, acceptancetesting, implementa-
tion, and rapid maintenance support; while the offshore I T professionals can be
involvedin project management, requirementsanalysis, detailed design, coding,
testing and integration, documentation, and maintenance.

The global delivery model (GDM) allows a company to make best use of |ow-
cost and skilled I T professionals from across the world. This geographical and
psychological distance between onshore and offshore IT personnel creates
unique challenges that need to be managed. Bell (2003) proposes five steps to
succeed in the implementing the GDM: (1) integrate levels of leadership, (2)
focus on processes, (3) invest in cross-team training, (4) deploy collabora-
tive tools, and (5) track success to team goals.

How to Integrate L evels of Management at Onshore and
Offshore to Build a Relationship?

In the first step, leadership at both onshore and offshore must flow from
“functional” managers (and not just the CIO/senior IT leadership), which is
inclusiveof various|T professionals such as application devel opers, infrastruc-
ture managers and project managers (Bell, 2003). The goal should beto develop
a sense of team purpose and an understanding of the overall mission and vision
of the onshore-offshore relationship.

As discussed earlier, IT managers need not turn to offshore-outsourcing of
work to external vendors for gaining access to low cost skills. Hirschheim and
Lacity (2000) believe that with the support of upper management, I T managers
can take the lead in replicating a vendor’ s cost reduction strategies even with
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insourcing. The offshore-insourcing option offers lower cost advantages
(primarily dueto lower salary levelsof offshore|T personnel) and thislow cost
advantageisprobably biggest driver behind the offshoring trend (Apte & Mason,
1995; Carmel & Agarwal, 2002; Sobol & Apte, 1995). However, for achieving
the kind of efficiency that established offshore vendors have attained, the IT
managers should strive to integrate its own onshore and offshore units towards
acommon goal and purpose.

A culture of collaboration, transparency, and accountability among the IT
professionals, coupled with clearly delineated roles and responsibilities would
enhance cooperation and communication between onshore and offshore (Bell,
2003; Murphy, 2003). Personal relationships should be devel oped between the
onshoreand offshorel T professional sby encouraging regular videoconferencing
and by actually visiting each other’s countries to better understand the cultural
and social aspects of their counterparts.

How to Focus on Processes to Coordinate Activities of
Onshore and Offshore IT Professionals?

In the second step, | T managers must clearly define the work processes such as
workflows and scheduling. Offshoring can lead to problems of communication,
coordination, and lack of control over scheduleand quality (Apte& Mason, 1995,
pp. 1252-1253; Carmel & Agarwal, 2002, p. 68; Sobol & Apte, 1995, p. 271).

Protocols should be established for coordinating across time zones, efficiently
using resources, reporting expenses, resolving open issues, and managing risk
(Bell, 2003).

IT tasks can be designed inamodular fashion (by breaking downthelarger tasks
into smaller and relatively independent modules), which makes it easier to
distribute the work globally. This also reduces transaction costs (the cost of
coordinating work activities between onshore and offshore), improves synchro-
nization, and simplifies the supervision and feedback processes (Carmel &
Agarwal, 2002, p. 66).

Processes should be established to coordinate activities between I T profession-
als at offshore and onshore. 24x7 operations (needed for faster cycle time for
software production, customer service, network management, production sup-
port, etc...) can be potentially achieved by globally distributing thework across
time zones, and this would need effective coordination processes among the
onshore and offshore I T professionals (Apte & Mason, 1995, p. 1252; Sinha &
Terdiman, 2002).

The transition of IT processes from old to new state should be managed by
creating anew onshore-offshore model of I T management, and establishing the
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new procedures and relationships with the cooperation of both onshore and
offshore IT professionals. A variation of the Lewin's “unfreeze-change-
refreeze” change-management model may be used:

. Unfreeze: Prepare for change by unfreezing processes that are affected
by offshoring

. Change: Implement the change by introducing new procedures and
processes for effective offshoring

. Refreeze: Striveto regain stability by practicing and documenting the new
procedures and processes. Proactively improve the onshore-offshore
coordination, communication, and management processes for successful
offshoring

How to Invest in Training and Relationship Building to
Overcome Diversity Between Onshore and Offshore I T
Professionals?

Inthethird step, the firm should invest in an ongoing onshore-offshore training
programs, where the main challengesto overcome are: distance, issues of trust,
cultural and language differences. Training sessions should focus on
improved team collaboration, planning, interpersonal skills, negotiation
skills, dispute resolution skills, work processes, and knowledge transfer; all
of which may be done through online self paced trainings, virtual classrooms
(Web-casts, videoconferencing), or even traveling of onshore and offshore IT
professionals to each other’s locations for face-to-face training (Bell, 2003).
This can help in overcoming the barrierslike cultural differences, lack of trust,
distance, and language (Apte & Mason, 1995; Carmel & Agarwal, 2002; Sinha
& Terdiman, 2002; Sobol & Apte, 1995).

Also, the earlier section in this chapter titled “ How to manage change among
onshore IT personnel?” gave a detailed account on managing change and
addressing such issues at onshore early on; and the earlier section “ how to use
expatriates for offshore?” elaborated on how expatriates may be used to
bridge the onshore-offshore divide.

How to Deploy Collaborative Tools to Manage Projects
Across Distance and Time-Zones?

In the fourth step, challenges of communication between onshore and offshore
IT professionals, and time-zones should be continually mitigated using the best
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of collaboration technologies. Deployment of software applications/tools for
online collaboration and synchronous meetings (audio/video), e-mail, calendar
functions, scheduling, assigning tasks, time accounting, process and workflow
management should be considered (Bell, 2003). Effective execution of the
globally distributed work acrosstime zones would need the | atest collaboration
tools and technologies, which can lead to successful 24x7 operations for faster
cycle time for software production (Apte & Mason, 1995, p. 1252; Sinha &
Terdiman, 2002), for continuous monitoring of critical IT functions and infra-
structure, and for 24x7 customer service.

The internet and the latest communication technologies such as e-mailing,
teleconferencing, videoconferencing and i nstant-messaging allow collaboration
among globally distributed teamsin spite of the geographic distances (Carmel &
Agarwal, 2002, p. 66). Pauleen and Y oong (2001) suggest that some electronic
communi cation channel saremore effectivethan othersin building rel ationships.
At the same time, Compeau, Higgins, and Huff (1999) state that self-efficacy
with respect to information technology useisafactor in our choices about what
technologies to adopt, how to use them (if we have achoice), and how much to
persist in the face of obstaclesto successful use of such technologies. Pauleen
and Y oong (2001) suggest that while e-mail is a basic communication channel
between distant teams, it is more suitable for communicating information and
coordinating projects than for building relationships. The telephone on the on
other hand is regarded as a reliable means for building relationships. Further-
more, desktop videoconferencing is seen to be an affordable alternative to
face-to-face meetings, which can enhance relationships by putting face to a
name; however internet based videoconferencing is taking time to catch on as
it requires access to greater bandwidth. Also, Chat programs were found to set
up opportunities for informal and spontaneous communication that facilitates
socialization and allow participation of activities happening “backstage” where
feelings and emotions can be exchanged. This seems to be in line with the
findings of Compeau et al. (1999), from the perspective of an I T professional’s
capacity or power to producethe desired effect (self-efficacy) of building better
relationships.

How to Track Individual and Team Successes of
Onshore and Offshore IT Professionals?

In the fifth and final step, using effective measures/metrics and periodic
appraisals, individual and group performance should be tracked based on an
established set of achievement criteria. The links between company and project
goals, team behavior, onshore-offshore collaboration, and individual contribu-
tions should be continually reinforced (Bell, 2003).
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| mplementation: Evaluating Outcomes

While evaluating outcomes, the company should examine the open issues and
develop risk mitigation strategiesto continually improveits chances of success
in the future (Currie & Willcocks, 1998). Some of the possible frustrating
experiences are: (1) lower than expected service quality of the offshored work,
(2) the communi cation/coordination/collaboration issues between the onshore
and offshore IT professionals, and (3) hidden costs that were not estimated
earlier. On the other hand there may be many positive outcomes too, like: (1)
satisfaction with skillsand quality of work by offshore I T professionals, (2) the
significant cost savings, (3) faster timeto market and 24x7 hour support from I T
professionalsworldwide, and (4) the possibility of new businessat the emerging
offshore markets.

To evaluate the outcomes, some of the key considerations are (Murphy, 2003):

. Onshore-offshore rapport: Do the onshore and offshore I T profession-
als share good rapport?

e Allocation of roles and responsibilities: Are the roles and responsibili-
tiesunderstood and agreed? | sthere confidencethat each party will liveup
to its promises and is trustworthy in its actions?

* Measurement of employee performance: Is there a process for
measuring success achieved by offshore and onshore IT teams and
professionals? Do processes exist for providing performance based feed-
back?

. M easurement of work quality and financial performance: Can satis-
faction with quality and costs be accurately assessed relative to estimated
expectations from offshore IT work?

. Business process risks: Is the business at onshore and offshore being
managed right? What changes in process and governance are required to
improve the success rate?

e Technology/Infrastructure risks: Have the right technology, infra-
structure and collaborative tools been deployed?

. Financial/Economic risks: Are the financials as per expectation? Are
we realizing the expected economic benefits of offshoring?

Once outcomes have been evaluated, the next step is documenting the best
practices and risk mitigation plans. These “lessons|earned” should be analyzed
in depth and the resultant feedback should be used to further improve the
procedures in the decision and implementation phases of offshore-insourcing.
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Future Trends

Isthetrend of sourcing IT work from offshore sustainable? Or isit just afancy
paradigm that is over-hyped? Karamouzis et al. (2004) of Gartner Research list
thefollowing predictions:

. Gartner estimates that less than 3% of companies' global IT services
spending ($606 billion) will be on globally sourced services in 2004. By
2007, Gartner forecasts that the globally sourced component (external
labor asbilledtotheclient) of I T servicesspending will beabout $50billion,
or about 7% of the $728 billion total. Indiawill continue to dominate as a
supplier of globally sourced services.

. By 2006, infrastructure servicesdelivered in aglobal delivery model from
Indiato U.S. companieswill surpass $1 billion (0.8 probability).

. Gartner estimates that the BPO market will grow to $173 billion by 2007;
of which, 14 % of labor costswill be delivered by offshoreresources, with
India accounting for more than half of that activity.

. By 2005, security and privacy concerns will replace human capital issues
(such asjob loss and displacement) asthe No. 1 offshore-related backlash
issue (0.7 probability).

. By 2008, |abor ratesfor application-related servicesin Indiawill rise by 40
to 60 %age points over 2004 rates (0.7 probability).

The previous predictions by Gartner Research point out that offshoring will
continuetorisephenomenally, but therisewill betempered by possibleincrease
in labor rates, and security and privacy concerns. lyengar and Terdiman (2003)
interestingly note how strict immigration policies by certain governments can
actually have the unintended of effect of encouraging offshoring:

Some countries are tightening immigration rules and policies to limit the
temporary or permanent migration of overseas staff into a country. This
may have the unintended consequence of causing more work to be moved
offshore. This is particularly the case in countries such as the United States,
where business decisions are strongly driven by the need to deliver good
returns to shareholders.
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Hence, the trend of offshoring would continue. Companies worldwide are
realizing the benefits of offshore-insourcing, and at the same time managing
variouschallengesthat comewith such boldinitiatives(especially withregardto
setting up the offshorefacility for I T professionals, and thereafter managing the
IT professionals).

Conclusion

This chapter introduced a prescriptive conceptual framework for the offshore-
insourcing journey. The question “Why to insource from offshore?” was
answered by discussing how a company should decide whether it needs to
insource or outsource, and whether it needs to go offshore. Furthermore, the
relevant challenges and issues were discussed, so that a company can make
knowledgeable decisions towards making the best use of IT professionals
worldwide. The question “What to insource from offshore?” was addressed
by describing how acompany can select the I T functionsthat it should insource
from the offshore IT personnel. The question “Where to offshore?” was
answered stage by looking at the criteriafor choosing an offshoredestination and
by surveying some popular offshore countries.

The question “How to insource from offshore?” was addressed by describing
the process of creating the team that will implement the decision to offshore,
process of managing change at onshore, getting the offshore office ready, and
the process of recruitment and induction training. We discussed the manage-
ment of the IT professionals at the offshore center using the global delivery
model. Finally, we stated the importance of continuously evaluating the
outcomes of the entire offshore-insourcing process, and of using the feedback
to further improve the decision making and i mplementation phases.

The prescriptive conceptual framework for decision making andimplementation
of offshore-insourcing presented in this chapter will hopefully serve asaguide
to those who are curious about the journey of IT companies to new lands.

Note

The author may be contacted at schakrabarty@tamu.edu or chakrabartys
@yahoo.com.
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Appendix I:
Surveying the Offshore-1nsourcing
in China and India

L et uscomparethetwo big offshoreinsourcing players, namely Chinaand India
(Cohen, 2005; Karamouzis & Y oung, 2004; Kempf et al., 2001; Wigginset al.,
2002a; Wiggins et al., 2002b). Some of the relevant comparative statistics
between Indiaand Chinaare presented in Table 4 (Wigginset al., 2002a). India
seems to have a clear advantage in terms of its software exports and number of
IT professionals, while China seems to have an advantage in terms of Internet
Bandwidth, number of software companies and marginally lower costs of IT
professionals.

L et usconsider thecase of Indiain moredetail. It issometimes difficult to speak
about information systems* offshoring” without usingtheword“India.” Debates
on offshoring often target India, earning it both ire and admiration. Karamouzis
and Y oung (2004) state that India continues to hold the undisputed leadership
positionasan offshoredestinationfor I T firmsin developed countriessuchasUS
and Western Europe. They attribute India’s competitiveness to abundance of
resources, significant cost of labor differential, proven execution capacity, and
also its English speaking capabilities, and predict thefollowing:

Table 4. India’s and China’s IT statistics (Compiled from Wiggins et al.,
2002a) (Source: Gartner Research/Gartner Dataquest)

Attribute India China

Total Exports $43.75 billion (+5.77%) $ 265.1 billion (+6.8%)
Softwar e Exports $ 6.2 hillion (+37.78%) $0.85 hillion (+112.5%)
Software as a % of Total exports 14.17% 0.37%

IT professional graduating each year 73,218 50, 000

Current IT Professionals 522,000 150,000

Demand for IT Professionals 400,000 350,000

Number of software companies 3000+ 6000+

Internet Bandwidth 1.4 Ghps 7.6 Gbps

Hourly rate for Developer (2 years experience) | $24 $12 - $25

Hourly rate for Project Manager $30 ($50 for top end) $50

Annual Salary for Entry Level Developer $2,555 - $4,913 $2,423 - $4,846
:X”;;ialmsf';r y for Developer (2 years $4,913 - $9,212 $4,486 - $6,057

Annual Salary for Project Manager $9,580 - $26,529 $6,057 - $28,992
Legend: All numbers are for 2001, unless specified. Percentage increase/decrease figures are for a one year
period.
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Figure 6. World’'s 15 biggest info tech companies (Presence in Chinese

and Indian cities)
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Through 2008, India will remain the dominant offshore service provider,
with no other nation achieving a double-digit share of the global offshore
service revenue (0.8 probability).

By 2008, Indian labor rates for application-related services will rise by
40% to 60% beyond 2004 rates (0.7 probability).

Indiagraduatesatotal of 300,000 to 400,000 engineering and computer/I T majors
every year (of which graduating IT majors are more than 73,000 per year,
however, many of remaining non-IT majors are already skilled or re-skill
themselveson I T); at the sametime, hiring and managing growthischallenging
inIndiasinceitiswitnessing unprecedented growthin demandfor skilled human
resources and the largest India based vendors plan to hire several hundred to
thousand employees each month (Karamouzis & Y oung, 2004; Wigginset al .,
2002a). Furthermore, though there is ample supply of fresh graduates, “middle
managers’ are currently scarcein India, and the eagerness of expatriates of non-
Indian decent to assume these scarce “middle manager” positions are low,
thereby increasing effort is focused on tapping Indian repatriates from U.S. or
Western Europe, or to build on local talent.

Choosinganationfor offshoringisnot anendinitself. Citieswithin nationshave
their own advantages and disadvantages. Choosing the right city to match your
needsiscrucial. To find out the extent to which top I T companies have offshore
officesin Chineseand Indian cities, we? first short listed the Top 15 Information
Technology companiesfrom BusinessWeek’slist of ‘ The InfoTech 100’ based
on Sales Revenues (BusinessWeek, 2004). Wethen decided tofind out thecities
in China and India in which these companies have set up offices by searching
their respective Web sites. Attempt has been madeto provide only the locations
whereinformation systemsrelated work (R& D, software devel opment, support,
etc.) isprobably performed, and explicit sales offices were omitted. See Figure
6 for each of the top 15 companies’ names, country of origin, rank, sales
revenues, Chinese cities, Indian cities, and the Web site address.

Most of the top 15 companies have set up offshore basesin Chinaand India, the
only exceptions being the Spanish Telefonica and the Japanese KDDI. While
searching the Web sitesit wasfound that most of these companiescarry out high
end R&D activities in China and India, which is contrary to the popular
perception that these companiesmove offshore only for thel ow-cost advantage.
A premier science and technology magazine “NewScientist” recently had a
cover story titled “India: The next knowledge superpower,” and one article
named “Indiaspecial: The silicon subcontinent” (Cohen, 2005) stated:
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Some of the biggest names in IT are heading towards Bangalore once more,
and this time round it's not cheap labour they are looking for. They are
hunting down the brightest, most inventive minds in India to populate a
swathe of cutting-edge research facilities. The work being done in these
labs rivals any in the U.S. and Europe.

The article lists companies like Microsoft, General Electric, Hewlett-Packard,
Texas Instruments, Google, and IBM that have set up research labsin Indiato
take advantage of its skilled professionals. This realization of the value of
offshore-insourcing is not just for the cities like Bangal ore, but this optimism
isseen across many emerging offshore-insourcing destinationsacrosstheworld.
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Appendix I1:
Surveying for IT Skills
in Offshore Destinations

As an example, we have listed the services offered and the industries targeted
by a large India based software services provider named Infosys (http://
www.infosys.com) in Table5 (Infosys, 2005b, 2005c¢). Such asurvey might help
acompany to decide about the skill set availability of the I T professionalsinthe
respectiveoffshoredestination, and hence aidin addressing the decision question
“where to offshore?’

Table 5. Services offered and industries targeted by Infosys Technologies

Ltd.

Services offered by Infosys (http://www.infosys.com)

Industries targeted

Application and I nfrastructure Services: Custom Application Development,

Independent Testing and Validation, Application Portfolio Management
Enterprise Services

(1) Packaged Applications: Supply Chain Management (SCM), Customer
Relationship Management (CRM), Enterprise Application Integration (EAI),
Enterprise Resource Planning (ERP) (2) Business Intelligence and Data
Warehousing (3) Systems Integration: Strategic Technology and Architecture
Consulting, Enterprise Content Management, |dentity Management, Migration and
Deployment, Enterprise Information Portal, Enterprise Mobility (4) Business
Continuity (5) Platform Services

Product R&D Services: Product Design & Development, Product Sustenance,
Tegting & Automation, Offshore Product Devel opment Center, Additional Product
Services, Product Consulting & Professiona Services

Consulting Services: Corporate Performance Management, Balanced Scorecard
Business Process Outsourcing

(1) Banking: Credit cards, retail lending, mortgage processing, retail banking and
account management, cash management, trade services, lease and loan processing,
investment banking, (2) Securities Industry: Custodians and Fund Administrators,
Investment Managers, Investment Banking and Brokerage firms, Market Data and
Analytics providers, (3) Insurance: Life, non-life, intermediaries, re-insurers, (4)
Finance & Accounting: Accounts payable, accounts receivable, GL and fixed asset
accounting, reporting and regulatory filings, (5) Telecom: Operators, OEMs and
value service providers

Application Maintenance, Application Re-engineering, Infrastructure Management,

= Aerospace and Defense

= Automotive

= Banking and Capital
Markets

= Communication Services

= Discrete Manufacturing

= Energy

= Hedlthcare

= High Technology

= |nsurance

= Life Sciences

= Mediaand Entertainment

= Resources

= Retail & Consumer

= Packaged Goods

= Transportation

= Services

= Utilities
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