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Executive Summary

In this season of political wrangling, the topic of Offshore Outsourcing is getting more than its fair share of press coverage.  Through all the election ads, news stories and sound bites, two things remain certain:  Offshore Outsourcing is a growing industry, already worth more than $30 billion in 2002 and, it promises huge cost-saving benefits to those managers that can navigate today’s choppy seas.

The Benefits of Outsourcing
According to the Information Technology Association of America (ITAA) offshore outsourcing will:


€ Lower inflation, increase productivity and lower interest rates.
These will result in increased consumer and business spending and boost economic activity.


€ Increase GDP
By reducing domestic production costs in addition to the aforementioned increases in spending, GDP is anticipated to increase by over $124 billion by 2008.


€ Create New Jobs
By 2008, 317,000 net new jobs will be created in both IT and non-IT industries.  While offshoring will move jobs overseas, the subsequent increase in jobs will be at a rate of better than 2 – 1.


€ Increase Real Wages and Increase Demand for U.S. Exports
Offshoring will lower inflation and productivity gains will increase the purchasing power of the U.S. Dollar.  New jobs overseas will increase those countries’s purchasing power increasing the demand for U.S. goods.

Top Countries for Offshore Outsourcing

• 
India – With its huge, well-educated population, strong copyright protections and low cost of living it is the premier host of offshore initiatives.  
•
China – Another country with an exploding, well-educated population.  Dangers include piracy, bureaucracy and poor English speaking skills.

•
Malaysia – A small population by comparison but less bureaucratic red-tape than Canada!  The Malaysian IT industry enjoys strong backing from its government.

The Dangers of Hidden Costs
• 
Vendor Selection:  Travel costs to and from potential vendors can add anywhere from 1% to 10% to the real cost of an outsourcing contract.

•
Transition:  Expect transition periods of anywhere from 3 months to over a year to hand over work to vendor and set up necessary infrastructure.

•
Lay-offs:  Beware of severance packages and the possibility of lawsuits and even sabotage by unhappy employees.

•
Cultural Costs:  Workers in offshore countries may be less likely to speak up about problems, have higher turnover and may need more interpretation than expected.

•
Ramping Up:  Most companies underestimate the costs of bringing their vendors up to ISO and CMMI certification.

•
Managing the Contract:  Ongoing management of offshore site can be costly.

Wipro – A Major Player in the Indian Offshore Market

Under the sure guidance of CEO Vivek Paul, a University of Massachusetts MBA, Wipro has grown from its humble beginnings as a cooking oil manufacturer to being one of India’s major offshore services vendors.  Currently, Wipro enjoys annual revenues in excess of $1.4 billion US and a workforce of 27,000.  Wipro operates under the Six Sigma standard and has the highest possible certification levels for SEI CMM, CMMI, PCMM and ISO 9001.  They count as customers companies like Boeing, Cisco, Ericsson and Best Buy.  Wipro saves Delta Airlines $12-15 million dollars annual on call-center functions while extending operating hours and decreasing call-handling times.

Best Practices

• 
Manage your team even from a great distance – daily reporting is best.

•
Have managers visit sites before signing contracts.

• 
Keep contracts shorter than 4 years, the world changes too fast to prepare longer terms.

•
The more detailed the contract the better.

•
Bring in your best managers, from the IT and executive levels.

• 
Make a manager or team directly responsible for the success or failure of the initiative and give them the power to make it work.

•
Clearly state your objectives to all stakeholders

•
Make sure you AND your vendor adequately prepare for the transition.

Case Study 1 – PRT Group, Inc.; A Spectacular Failure

By focusing on their impending IPO and ignoring their site, their sales force, realistic 

operations projections and their core capabilities, PRT’s offshore venture drove them into the ground and out of business.

Case Study 2 – DFS Group, Limited; A Spectacular Success

By extensively managing the contract they were able to save considerable amounts of 

money and stave off bankruptcy even after the terrorist attacks of September 11.  

Utilizing mini-agreements, some as short as 90 days, DFS saw increased productivity, 

higher service levels and reduced costs; and forged a lasting partnership with another 

heavy in the offshoring industry: Cognizant Technology Solutions.
Offshore Outsourcing Making Headlines

At a time when offshore outsourcing of IT work is catching the attention of  U.S. IT executives because of the potential cost saving benefits, it is also making headlines because of its potential effects on our labor market and our economy. Time 
 and BusinessWeek
  have both ran cover stories in the past month questioning the practice of offshore outsourcing. The Time article “Is Your Job Going Abroad?” talks about how offshore outsourcing is dominating the political campaigns for president between President Bush and Senator Kerry. The basic conclusion of the article is that the short-term pain of job losses is expected to turn into a long-term gain for the economy. The BusinessWeek article “Where Are The Jobs?” discusses how the American economy is not generating enough jobs and many people are blaming offshore outsourcing, but BusinessWeek concludes that the real problem is America’s gains in productivity. Based on their calculations, only 300,000 of the 2.7 million jobs lost over the last three years can be attributed to offshore outsourcing, the rest are the result of America’s growing productivity. 

Offshore outsourcing has been a big topic in politics lately. Senator John Kerry was quoted by a California newspaper 
 as denouncing the Bush administration for “rewarding Benedict Arnold CEOs” who move “profits and jobs overseas”. Missouri has joined over thirty (30) other states in drafting anti-sourcing legislation with the objective of protecting domestic jobs from going overseas
 . Kerry has also bought prime time commercial spots to challenge the Bush administration’s policy on the outsourcing of American jobs overseas. Secretary of State Colin Powell found himself in an emotional debate on offshore outsourcing on a recent trip to India.  He had suggested that the Indian government should open up their markets to more U.S. goods and services to return the favor to the U.S. for outsourcing jobs to India and to relieve some of the pressure on the U.S. companies who outsource. This led to some heated debate with Indian college students on live television who called this statement “hypocrisy”, but Powell was quick to point out that “There is no quid pro quo here” and said that “ such a move was not a precondition for the continued outsourcing of American jobs to India”. 
 A recent article in the Post Dispatch discussed how outsourcing causes a controversy even when it makes economic sense. 
 This article talks about how even when you can show that outsourcing is good for the economy in the long run because it will provide for cheaper goods and services, most people focus on the short-term loss of jobs.

Size of the Offshore Outsourcing Industry

The McKinsley Quarterly estimates that the offshore outsourcing industry was worth between $32 to $35 billion in 2002
. This is approximately 1% of the estimated $3 trillion in business functions that they expect could be performed offshore. They project that the market will grow 30% to 40% annually over the next five years. Based on these projections this would make offshore outsourcing an industry with over $100 billion in annual revenue by 2008. That would still put it at 3% of the estimated $3 trillion mentioned above. This shows that offshore outsourcing is just in its and it has a huge potential for growth in the coming years.  

Promised Benefits of Outsourcing

Global Insight recently conducted a survey on behalf of the Information Technology Association of America (ITAA) and their research came up with the following expected benefits from offshore outsourcing 
:

· Lower inflation, increase productivity, and lower interest rates. 

The cost savings from offshore outsourcing and the use of offshore resources will lower inflation, increase productivity, and lower interest rates. This will result in increased consumer and business spending and a boost in economic activity.

· Increase in Gross Domestic Product (GDP).

Offshore outsourcing is also expected to significantly increase the GDP in the U.S. over an environment without offshore outsourcing because of the lower production costs and an increase in consumer and business spending. Real GDP is expected to be $124.2 billion higher in 2008 because of offshore outsourcing.

· New Jobs Created

317,000 net new jobs are expected to be created by 2008 in IT and non-IT industries because of offshore outsourcing. Even though offshore outsourcing will shift some IT jobs overseas, the positive effect that offshore outsourcing will have on the economy will end up creating more jobs in the long run. (See Graph 1 below.)

Graph 1
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· Increased Real Wages

U.S. workers are expected to see an increase in real wages because the lower inflation and higher productivity will give them more purchasing power. 

· Increased Demand for U.S. Exports

The demand for U.S. products is expected to increase because of the relatively lower price of U.S. products and the higher wages of the offshore workers.

(See Graph 2 below.)

Graph 2
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Top Countries For Offshore Outsourcing

Only two regions have the potential to rival India in the number of IT professionals that it can produce, China and the former Soviet Union countries, but they both currently lack the necessary managerial resources to compete with India. Next, I am going to discuss some of the pros and cons of five top outsourcing countries according to a recent article on Forbes.com
 .

· India

India has a population of approximately one billion people and their IT software and services export market is expected to grow nearly six-fold between 2002 and 2008. ($10 billion to $60 billion.) Their strengths are their low wages, favorable tax rates, quality of training, English language skills, and strong copyright laws. Their weaknesses are their political and economic risks, and their poor infrastructure.  Some of the companies currently outsourcing to India are Hewlett-Packard, Amazon, and Sprint. 

· China

China has a population of approximately 1.3 billion people, their population of people under eighteen (18) is larger than the total populations of the U.S. and U.K. Their strengths are their low wages and good educational system. Their weaknesses are intellectual property piracy, bureaucratic red tape, and poor English language skills. Some of the companies currently outsourcing to China are IBM and Accenture.

· Malaysia

Malaysia has a population of approximately 23 million people, making it far smaller than India and China. But an interesting fact about Malaysia is that it has less bureaucratic red tape than Canada to do business. Strengths are low costs, high level of integration, and strong support from their government for outsourcing. Weaknesses are software piracy and relatively small population base. Some companies currently offshoring to Malaysia are Motorola and IBM.

· Czech Republic

The Czech Republic has a population of approximately 10 million people and its offshore services market is expected to grow at greater than 10% a year for the near future. Its strengths are its competitive infrastructure costs, education system, and stable business environment. The Czech Republic’s weaknesses are higher labor costs compared to Asian countries and its small population base. Some of the U.S. companies currently offshoring there are Accenture, IBM, Dell and Sun Microsystems.

· Singapore

Singapore has a very small population at approximately 5 million and also has the second-highest income per capita in the world. They are still able to attract U.S. companies because of their strong educational system, infrastructure, intellectual property protection, and highly stable political environment. Singapore’s weaknesses are  high labor costs and low population. Some of the U.S. companies currently offshoring to Singapore are Hewlett-Packard and Eli Lilly.

All of the countries mentioned above have their advantages but, it looks like India will remain the dominant player in offshore outsourcing for many years to come. (See Chart 1 below.)

Chart 1

	 
	Population
	Strengths
	Weaknesses

	India
	1 Billion
	Low Wages                    Favorable Tax Rates           Quality Training                 English Skills                     Strong Copyright Laws   Population
	Political & Economic Risk Infrastructure

	China
	1.3 Billion
	Low Wages                   Education System  
	Intellectual Property Piracy Bureaucratic Red Tape English Skills

	Malaysia
	23 Million
	Low Wages                          Level of Integration       Government Support
	Software Piracy      Population Size

	Czech Republic
	10 Million
	Infrastructure                Education System         Business Environment
	Labor Costs         Population Size

	Singapore
	5 Million
	Infrastructure                Education System       Intellectual Property Protection                  Stable Political Environment
	Labor Costs         Population Size


Hidden Costs

Shipping IT work from the U.S. were it can costs $100 an hour to Beijing where it can be done for a lot less sounds great, but it only tells part of the story about the costs. According to a recent CIO Magazine article 
 it usually takes years of effort and a huge up-front investment to arrive at even a modest level of savings. Following are some of the major reasons: 

· Vendor Selection 

Vendor selections and initial travel costs can add 1% to 10% to the real cost of an outsourcing contract because of requests for proposals (RFPs) and contract negotiations.

· Transition 
It can take three (3) months to a year to hand the work over completely to an offshore partner and set up necessary network infrastructure, adding another 2% to 3% to the total cost. (This is probably the most expensive part – bringing people to the U.S. to learn your processes.) 

· Lay-offs
Laying off employees is also a big cost because of the severance packages and retention bonuses needed to keep your best people until the end. 

· Cultural costs
Studies have found that workers in offshore countries are less likely to speak up about potential problems, have higher turnover compared to the U.S., and often need more interpretation than expected to get the job done.

· Ramping up
Many companies often underestimate the costs to get their offshore vendors ISO and CMMI certified.

· Managing the Contract

Once the work is transitioned, the costs of ongoing management contribute an estimated 6% to 10% above the estimated contract cost. 

Outsourcing – A One Way Street?

Everyone has heard about offshore outsourcing and how it is affecting our economy but, what about the insourcing of jobs to the U.S.? Between 5% and 6% of the workforce in the Missouri and Illinois is employed by foreign companies. Foreign companies employ approximately 6.4 million people in the U.S., according to the Commerce Department. In the last fifteen (15) years, ending in 2001, the number of jobs outsourced rose 56% and the number of jobs insourced more than doubled
 . 

Some of the foreign companies doing business in the St. Louis area are: Reuters (Britain), bioMerieux (France), and Toyota (Japan). Also, an Indian Software giant, Infosys, recently announce that it will open a consulting firm in Californian that will employ up to 500 people. 

So outsourcing is not just a one way street of jobs leaving the U.S., the U.S. economy also benefits jobs being outsourced foreign countries to us.

The Emerging Offshore Outsourcing Market: 

A Closer Look at Offshore Vendors in India and an Overview of Wipro Technologies 

Prospering Indian Offshore Market: Why India?

Chasing after highly skilled Indian Engineers

With 1 billion in population and English as an official language, India has a lot to offer compared to its competitors such as China, Singapore, Malaysia, etc. One southern city, Bangalore with population of 5 million, is the so-called “Silicon Valley” of India. Once home to both British and Indian army bases, the Indian offshore market owes much of its success to this city 12. Development of the defense industry surrounded this town and as a result, scientific and technical training has flourished, and Bangalore now has 43 engineering colleges, 52 polytechnics and 24 industrial training.12 Over 13,000 engineers graduate each year, and companies are taking note.  Not only India’s home-grown companies like Tata consulting company, Infosys services and Wipro Technologies, but also foreign companies like GE, Microsoft, Intel, etc have situated in the city.  

Bottom line: Lower Cost….

With periodic slowdowns in businesses and price pressures from competitors, businesses always look for ways to produce their products and services more cheaply and efficiently. Developing countries such as India provide a great opportunity for companies to keep the price down on their goods. Companies from around the world are drawn here because computer programmers earn roughly one fifth the salary of the average programmer in America, who earns an average of $61,00013. Considering disproportionately lower wages overseas, it would be surprising if we find out political sensitivity keeps business from going abroad. After all, the bottom line of business is keeping the profit high by lowering the costs of operation. 

Indian Government’s Commitment in this business

As an outstanding child of India’s economic success, the offshore outsourcing service sector in India also gets protection and commitment from the government. Although India as a country has a relatively poor infrastructure and some history of political instability –the war with Pakistan has been especially troubling—India’s  government has been exceptionally supportive of the IT industry.  The government has sponsored many initiatives to benefit the IT sector and the foreign companies that do business in the country.  First of all, lower taxes for companies from North America and Western Europe is a big incentive to move the business to India.  They also have some of the toughest copyright infringement and anti-piracy laws in the world. 
Is Offshore Market Really a Rosy Picture?

According to the Forrester research, more than 3 million jobs in America will be exported overseas by 2015. Although 3 million is just little more than 2% of America’s total work force12, as the number of jobs leaving the country grows, political backlash grows.  As a result, law makers are pursuing special legistration to calm the public down by trying to restrict H-1 Visas-those needed by foreign workers to get into the county-, and by stopping government agencies from sending jobs to overseas.14 Besides 9/11 bias against foreigners with darker skin, which most Indian vendors have experienced, offshore outsourcing vendors have to find their way around political backlash and fierce competition to efficiently market their product in a difficult environment.   

Wipro Technologies: 

Cooking Oil Manufacturer to the world class provider of IT service

Wipro Technologies was founded as a cooking oil and soap manufacturer 57 years ago; over time it has transformed itself to a hardware manufacturer producing light bulbs, scanners, printers and personal computers and then again into a software consulting company in early 1980’s15. Today Wipro is a world class IT service provider with $1.4 billion revenue and 27,000 workers from 30 offices all over the world, mainly in North America, and India15. Wipro has a broad customer range including Boeing, Nationwide, Putnam Investment, Cisco, Ericsson, Best Buy, Delta, etc. Comparable to its main competitors, like Tata consulting who has focused on the auto industry as a main customer base, or Infosys with financial services institutions, Wipro’s customer base is largely dependent on manufacturers, retailers and core IT servicing companies. 
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As shown in this Wipro’s revenue pie chart16, Wipro has focused its IT service largely on Research and Development and software development and maintenance function17.  Wirpo also has one of the most reputable Spectramind as a subsidiary to provide its customers with IT enabled services. 

Keys to Wipro’s Success

CEO VIVEK PAUL: TURNED $150 MILLION COMPANY TO $1.4 BILLION COMPANY IN 5 YEARS

Vivek Paul got his engineering degree from BITS in India, one of the finest engineering schools, if not the best. Then he pursued his MBA at University of Massachusetts and ended up building his career in America18.  Building up his career through Bain and company in Boston, Pepsi Cola Company, Purchase Company in New York and GE where he served 10 years and got a chance to run a joint venture with Wipro Technologies in India19. Right after running GE joint venture with Wipro, Vivek Paul was hired by Azim Premiji, Chairman of Wipro. When he arrived at Wipro in 1999, Wipro was a software consulting company with $150 million profit annually. After 5 years of service at Wipro, he turned this small software company into the 3 rd largest IT servicing company in India with over $1 billion in profit20.  In 2003, Business Week awarded him as one of the best managers in the world.

Pursuing the best quality standard and control

Wipro has steadily built up their quality levels and reputation as a leading offshore vendor. Especially under the management of Vivek Paul, Wipro successfully adapted the Six-Sigma standard that provided tools for continuos improvement on existing service process21. Wipro’s certifications include the highest level on SEI CMMI, CMMI, PCMM and ISO 9001 compliant. 

Case Studies

Two case studies presented in this paper will provide a very simple snapshot of Wipro’s performance over the years.  Delta Airlines is a great example of BPO service sector of Wipro and it illustrates excellent service commitment of Wipro to its client by surpassing the expectations of Delta Airlines. Otis elevator’s case is not only a good example of Wipro’s service- oriented performance but also it proves that offshore outsourcing is not limited to a low-grade service functions such as call centers. Furthermore, Otis’ case study confirms Wipro’s capability to analyze the customer’s business, and to successfully design a plan for a very specific application that the business requires.

Case Study 1:

Delta Airline smoothly located its call centers in Pune, Bangalore, India

Delta Airlines was operating 20 call centers, which employed 6500 call center representatives all over the world. Delta decided to outsource call center divisions including general service calls, frequent flyer service support and report, reject and queue handling calls and baggage service center functions to Spectramind in Mumbay, India24. Wipro launched a special design and development of Transition Toolkit™ 25that is for off-shored model to successfully transfer call center function that would be conducted a half a globe away from Delray’s headquarters. 

1) Analysis stage: Delta teamed up Subject Matter Experts (SME) to gather information regarding operation of existing call centers and to deliver the information to Specitramind team. Spectamind team used this information to understand and adapt the process of the call center26. 

2) Transition stage: “Adapted Process Quality Parameter” was set by Delta and achieved by Spectramind27
3) Sustained Operation stage: Spectra operation team took the responsibility of overall call center function and manage its quality metrics, resource planning and operational issue28
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After Spectramind improved call center functions, there are obvious benefits such as cost saving of $12million to $15million for Delta, extended operating hours of each division, in addition to enhancement of service quality which was generated by decreased call handling time, and quality of call handling as the following graphs29 illustrate.

Case Study 2: Otis Elevator Company

E*Service: 

An integrated system that handles 500,000 records a day in 10 different languages
Otis Elevator Company is the world’s largest manufacturer of elevators, escalators and similar people transportation tools. After 87 years in business, Otis’ after service function became very complex to handle with the existing system.  Otis needed an integrated system that can handle 500,000 records pouring in from all over the world through multiple formatted windows in different languages30. 

Wipro became a vendor that was capable of designing and implementing such a system for Otis. Wipro started Otis’ project by learning the client’s business parameter as they did in Delta’s case. Around 30GB of information regarding after-service functions was gathered from several of Otis’ locations.  This helped Wipro to understand what it was they needed to do31. Wipro launched the development of e*service that can handle large amounts of data daily and that can be presented to individual customers in country specific format through a single window32 – Otis.com. E*service portal was implemented to Otis’ global website for its customers and an internal system was created for Otis employees. What e*service brought to Otis customers and employees is quite an easy and simple process, even more than Otis originally intended to get from the new system, including 24X7 access to maintenance records, service request, history of specific equipment, tracking of service requests, and the individual customers’ financial records such as invoice, service order, service quotes33.  As a client of Wipro, Otis has gained financially 40% -50% of savings on the application development, employees time for servicing customers by using a single format for a report and service procedure34. E*service also was awarded for “Grand Prize of Innovation” at the French Condominium Exhibition35.

Offshore Outsourcing Market is already here.
Offshoring or outsourcing is here to stay.  Regardless of the political backlash or the temporary dislocation of workers in the developed countries, the trend toward outsourcing will continue because it makes good fiscal sense.  If a service can be provided more cheaply and efficiently, it should be, no matter where a company may have to go to achieve such an improvement.  Businesses will have to balance cost savings against politics.  They will also have to consider which outsourcing operation will best fit their special needs.  Wipro’s techniques, strategies and success stories show that it will be a major player in helping such businesses in the years to come.
Offshore Outsourcing from Customer Perspectives
Best Practices of Offshore Outsourcing Defined

Companies outsource jobs offshore due to competition in the global economy.  While the following best practices cannot guarantee the success of such a venture, we must insist that these practices be followed in order to give an offshore initiative its greatest chance for success.  We will also be evaluating the following case studies based on these criteria
· Did the company effectively manage their team at great distance?
-Frequency of reporting (the more often the better, daily is best)
· Did managers visit the site while evaluating bids?

· Were the contracts signed shorter than 4 years?
-Contracts of less than four years yield the best success rates
· Were the contracts detailed?
-The more detailed the better.  Definitely include:


Service Levels


Benchmarks


Deadlines, etc
· Was there joint evaluation of the proposals by both senior management and IT managers?
-Those proposals that bear the scrutiny of, and have backing from, both groups yield the highest success rates
· Were managers directly responsible for the success of the venture?

· Were objectives clearly articulated to all stakeholders?

· Did both companies adequately prepare for the venture?36
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Unsuccessful Offshore Case Study: PRT Group, Inc.
                              Platform Reengineering Technologies Group, Inc.
PRT Group Inc., an IT consulting firm focused on software development, was growing very quickly.  In fact in 1996, “PRT was named to the Inc. 500 as the 42nd fastest growing private company in the United States.” (www.careerbuzz.com) It was hoped outsourcing offshore would resolve some of the difficulties facing PRT.  These difficulties manifested themselves in a severe shortage of skilled programmers in the United States, sky-high salaries for available workers, the difficulty for foreign programmers in obtaining work visas, and the high turnover of software engineers that were constantly shopping their skills seeking greener pastures37. It was a big success for PRT from the beginning, improving their reputation and generating more revenue, but PRT failed effectively manage their team at that distance and lost their focus after their IPO. PRT Barbados and PRT did not prepare well for the venture.

Offshore Software Development: Ready to go?
The market for offshore outsourcing is tremendous and a large portion of that, estimated to be valued at $30 billion to $40 billion,38 is in the software development area.  PRT Group, Inc. was looking to become a major player in this area but not in the traditional sense of offshoring.  There are four different breeds of offshoring, they are:

1) The sponsoring of foreign individuals on employment visa (H-1B).

2) The engagement of a domestic or offshore consulting firm that could provide the needed skills and manage them overseas for the sponsoring company

3) The offshore company recruits the workers and sends them to the company’s domestic location

4) The establishment of a physical presence of the business overseas by the sponsor company39
Breed 4 - “Captive Site Offshoring.”
PRT Group Inc. is a global Information Technology consulting company focused on software development and providing innovative, solutions-oriented services to Fortune 500 companies and large government agencies40. Established in 1989 by Doug Mellinger, called by some the next Bill Gates, PRT is headquartered in New York City.  PRT promised to help it’s clients to “define and develop the core competencies of the IS organization, deploy value-added business solutions and implement a strategic approach to fulfilling tactical skills and functional areas, such as Strategic Technology Consulting, On-site, Off-site, Offshore Projects; Year 2000 solutions, Tactical/Functional Outsourcing and Staff Augmentation.”( www.careerbuzz.com) 41      
Between 1990 and 1998 PRT generated revenues as high as $85 million and grew to employ over 900 employees during this period. Their rate of growth took the industry by surprise.
There are 5 distinct periods in PRT’s existence, they are:
· 1989~1991: Business growth limited by lack of skilled IT workforce

· 1991~1994: Initial attempt to outsource work to India. Establish an Indian 
                          development center but failed due to the bureaucracy and remoteness                   

                          in the country keeping their clients away.

· 1995~1997: Because of immigration restrictions and cost, PRT can no longer    
                          bring talent to the United States to get the programmers they need  

                          they decide to create a captive offshore site in Barbados – just four             

                          hours by air from New York City42
· 1997~1998: Initial Public Offering at $13 in November 1997 and raised to 

                                the top at $21 in February 1998.

· 1998~2000: Bad forecast damaged the credit of PRT and its stock 
                                 price sank to $1.125 before being dropped from the
                                 NASDAQ in July, 2000.42
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PRT’s Reasons for Offshoring

The reasons that PRT chose to outsource offshore were because “the U.S. demand for software engineers that catastrophically outstripped supply, skyrocketing salaries being commanded by whatever engineers you could find, and unmanageable transience among the engineers that companies most wanted to keep. How can you hope to complete a client's development project when every half year your top programmers leave for a better offer or an unscheduled mountain-biking sabbatical in the Cascades?”43  Beset by these problems, PRT felt their best bet was to build their own site in a location rich in inexpensive, skilled labor.
PRT’s Destination

The first country PRT considered was India but, as we mentioned it failed. The founder of PRT then looked for “a place programmers would want to come to, a place they’d want to stay and a place the customers would come because the place had what they needed.”(Hopkins,1998)  Since the country he needed did not exist, he knew he would have to create it.  Three years later, PRT settled down on the island of Barbados. In this whole new environment, PRT imported the programmers, the customers, the capital, and the infrastructure.

Why Barbados? We summarized to 4 points44.

1) Excellent Managers: 

Srinivasan Viswanathan, President of PRT Barbados, came from Citicorp in India, where he built one of the best offshore development centers in the world. 
Richard Koppel, year-2000-bug strategist, was formerly the CIO of McKinsey & Co. Customers Investment:

J.P. Morgan, Chase and others paid for future work, invested equity, and contributed millions of dollars’ worth of donated design help, construction-management expertise, and purchasing clout. The value of contributions totaled some $12 million in all.
2) The support form local official government:
The local government provided tax incentives and facilities support.

3) Profit:

The vision of creating an enterprise, which was measured, to earn far more than the profits PRT could generate and the market share it could seize.
PRT stood as a partner with the island itself and suggested this tiny developed nation could leapfrog right over the industrial stage of economic evolution into a global, technology-based, knowledge-driven future.45
Benefits form offshore outsourcing 

1. Reduced labor cost 

2. Owned more engineers

3. Gained huge profits

4. Initial Public Offering

Prior to entry into the offshore environment, PRT was one of the fastest growing companies. In November 1997, PRT Group went public at $13 per share and hit an historical high at $21 per share in February 1998, but the wrong projection started to impact the company. Misleading statements, high fixed operating costs, forged estimates, “the delay of obtaining several Y2K contracts”(Delmonte et al,) and a shortfall in offsetting revenues”(Hopkins, 1999)46 happened at the same period.

Paradise Lost. Why?
The reasons for PRT’s decline points at the company’s eagerness to go public (Hopkins, 1999) and its failure to implement best practices. The management team was inexperienced, the founder failed to take time to develop a strategy focused on the success of the offshore venture and focused more on the acquisition of low priced labor47.  After the IPO, PRT lost its focus and tried to satisfy and court new investors rather than focus on the adequacy of processes. For PRT and PRT Barbados, outsourcing offshore did help them to gain profits but growing too fast also brought destroyed them. 

	Practice
	Description
	Outcome 

	1
	Did the company effectively manage their team at great distance?
	No

	2
	Did managers visit the site while evaluating bids?
	Yes

	3
	Were the contracts signed shorter than 4 years?
	N/A

	4
	Were the contracts detailed?
	N/A

	5
	Was there joint evaluation of the proposals by both senior management and IT managers?
	Yes

	6
	Were managers directly responsible for the success of the venture?
	Yes

	7
	Were objectives clearly articulated to all stakeholders?
	No

	8
	Did both companies adequately prepare for the venture?
	No


Case Study 2 – DFS Group - A Successful Offshoring Venture

Background – A brief history of DFS

Founded in Hong Kong in 1961, DFS Galleria is currently the world’s largest operator of duty-free and duty-paid retail stores in the world.  They focus on the sale of high-end fashion apparel, leather products, jewelry, watches, accessories, fragrances and cosmetics and a variety of alcohol and tobacco products.  Though now located in San Francisco, they continue to focus their activities in approximately 150 stores throughout 14 countries in Asia, the Pacific Rim and North America.  They employ roughly 5,000 people and have annual sales of approximately $1.8 billion.48  For most of their history they have concentrated on locations in and around these continents main international airports, hotels and resorts with a clientele made up almost exclusively of affluent travelers and tourists.  

In 1997, French luxury goods retailer Moët Hennessey Louis Vuitton (LVMH) acquired a 61% stake in the company and remains its parent.49  LVMH, already one of the most well-known stables of luxury goods in the world, marketing everything from TAG Heuer watches to Donna Karan to Dom Perignon, was eager to bring DFS’ line-up under it’s roof.50  DFS’ brands include such favorites as: Cartier, Coach, Gucci and Polo.

DFS’ Problem

By 1999, DFS’ was focused on strengthening their position as a worldwide leader of luxury goods retailing and aggressively growing their shareholders’ value.  They intended to do this by enhancing their portfolio of luxury brands, creating innovative retailing concepts and strengthening their finances, investment capacity and corporate culture.51  In order to realize these goals, they knew that they would need to update their ageing legacy system: the Merchant Common System (MCS).  At the time it had already been in use for 15 years, and it was becoming more and more costly to maintain and difficult to update.  

As these costs increased, their revenue was shrinking.  Japan’s withering economy and it’s populations subsequent decline in spending on travel and tourism abroad steadily shrank DFS’ revenues from a high of $2.7 billion in 1995 to a low of $1.4 billion in 1999.49  They knew that outsourcing offered the possibility for significant cost-savings but they weren’t about to hand off their mission-critical systems until they had done their homework.

Their due diligence first led them to the emerging offshore markets of Eastern Europe, but an absence of mature companies, significant competition and the presence of political instability quickly made the decision for them.  Their next stop was Ireland and the rest of Western Europe, but the long-term cost-savings they required couldn’t be realized in such developed economies.  DFS eventually settled on India in general, and Cognizant Technology Solutions in specific, to handle their offshore activities.52
Cognizant Technology Solutions

Cognizant Technology Solutions was founded in 1994 and is headquartered in Teaneck, NJ.  Though this might seem like an unusual place to start an offshore venture, Cognizant keeps roughly 70% of its staff in India, primarily in the Chennai area.  Lee Robertson, Director of Global Systems Development for DFS, selected Cognizant based on the following criteria:


•Nimble in responding to changing needs

•On-site/offshore business model

•24/7, “follow the sun” project management

•Dedicated R&D efforts to build cutting edge capabilities

•Superior process, methodologies, level 5 quality

•Understanding of complex core merchandising system

•Relationship scales progressively for return on I/T investment51
The initial agreement, forged in May of 2000, called for a series of 90-day benchmarks.52  At each benchmark, performance would be reviewed and if satisfactory progress had been made, then an additional 90-day period would be approved and Cognizant would be given an incremental increase both in responsibility and fees.  During this first phase Cognizant employees were flown 
 w w    

to DFS’ San Francisco offices to document MCS and replace DFS employees, some of whom were reassigned internally.  This allowed Cognizant employees to learn the ins and outs of DFS’ critical systems, but more importantly limited DFS’ initial exposure.53
As 2000 drew to a close, both parties were becoming more and more comfortable with one another.  The process of setting small goals had worked extremely well and DFS felt comfortable extending the agreement.  A hybrid model of onshore and offshore is implemented as Cognizant takes over the support of MCS and production support calls from both business users and data centers are routed to India.53  This phase, called ‘Follow the Sun’ allowed for 24/7 support from 2, 12-hour work shifts, one in the U.S. and one in India. This thrilled DFS’ U.S. staff as they could now sleep through the night trusting their Indian counterparts to handle critical production support problems during their workday.51, 53  

Work continued throughout the first half of 2001.  When the terrorist attacks occurred in September of that year and revenues for industries associated with air travel and tourism took nose-dives, DFS realized that to remain solvent more cost-cutting would be required.  They built on their relationship with Cognizant and now gave them even more responsibility.  Cognizant was tasked with improving IT productivity and quality, decreasing lead-times on application development, replacing MCS and creating other standardized systems and support processes.  In addition, said Ron Glickman, CIO of DFS Group, “DFS used Cognizant's Transformational Outsourcing solution to combine nine regional IT organizations into one, and help DFS reach important strategic business objectives."54  In October of that year, DFS and Cognizant agreed to a three-year global outsourcing contract – the dollar amount of the contract was not released.53
After Effects

The pleasant relationship continues for DFS and Cognizant.  In mid 2002, DFS handed over support of Peoplesoft HR, SAP and Lotus Notes to Cognizant.  Cognizant has also taken over the creation and maintenance of DFS’ internal and external facing websites improving technical architecture, site performance, navigation and content management and various infrastructure improvements.53  Cognizant is also creating a rewrite of MCS which will be fully scalable.  Cognizant has undertaken the development of the task entirely offshore and will implement it addressing all of DFS’ key business and IT requirements.51  
Though the specifics of the deal have not been made public, this was to be a major piece of a 100 million dollar cost cutting and reorganization plan.  Savings have been realized in the following places:


• Salary differences


• Smaller staff requirements due to system consolidation

• Ongoing IT productivity improvements

• ‘Just-in-Time’ Programming (programmers available to  

   fly anywhere in the world in less than one week)53
With Cognizant’s help, and the help of a recovering global economy, DFS has shown marked improvement to their bottom line.  From FY 2002 to 2003, operating income increased by 500% and profit margins have improved in each of the last two years.  In the following tables, DFS is the larger of the two retailers that make up Selective Retailing.[image: image5.png]Operating income increased

9% in 2003
In millions of euros
2002 2003 % variation
Wines & Spirits 750 796 +6%
Fashion & Leather Goods 1280 1311 +2%
Perfumes & Cosmetics 161 178 +11%
Watches & Jewelry (13) (48) -
Selective retailing 20 106 x5
Others & eliminations (190)  (161) -

LVMH 2008 2182 +9%




[image: image6.png]Strong improvement in
operating margin in 2003

In miflons of euros

% margin % margin

2003 2002
Wines & Spirits 38% 33%
Fashion & Leather Goods 1311 32% 30%
Perfumes & Cosmetics 8% %
Watches & Jewelry - -
Selective retailing 3% 1%
Others & eliminations - -
LVMH 2182 18% 16%





50
Best Practices Utilized to Ensure Success of Venture

	Practice
	Description
	Outcome 

	1
	Did the company effectively manage their team at great distance?
	Yes

	2
	Did managers visit the site while evaluating bids?
	?

	3
	Were the contracts signed shorter than 4 years?
	Yes

	4
	Were the contracts detailed?
	Yes

	5
	Was there joint evaluation of the proposals by both senior management and IT managers?
	Yes

	6
	Were managers directly responsible for the success of the venture?
	Yes

	7
	Were objectives clearly articulated to all stakeholders?
	Yes

	8
	Did both companies adequately prepare for the venture?
	Yes


Conclusion

As we have said, though the prospect of Offshore Outsourcing does engender fear, in actuality it is a very useful tool that helps managers keep their companies competitive, stock-holders happy, and create more U.S. jobs than are lost.  We, the authors, would like to reiterate the importance of, when considering an offshore initiative, keeping close tabs on hidden costs.  They can quickly sink an otherwise promising venture.  Also, we cannot stress enough the importance of following the best practices we have identified.  While adherence to them cannot guarantee success, it is a fact that those companies that do adhere to these practices are far more likely to succeed with their venture and realize the cost-savings they desire.

In the end, offshore outsourcing, is not the be-all and end-all, it is merely a tool for managers.  It is a tool that must be used correctly and supervised at all times.  When it is managed correctly, it can indeed deliver on its promises of cheaper, faster, more productive IT solutions.  
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