Executive Summary

Due to the heightened competition, more and more companies are looking for alternatives to lower their operational cost.  Companies have found that the best way to achieve this is by going global when it comes to outsourcing Information Technology (IT)-enabled job functions due to availability of qualified, English speaking professionals offered by countries like India and China at a fraction of the cost of U.S. hired professionals. IT providers in other countries may be attaining a secure share of U.S. IT expenditures and therefore reducing the long term need for U.S. IT employment. As a result, the IT industry and educational institutions need to prepare professionals and students and thus, plan accordingly for the harsh reality of these global workforce developments.  Outsourcing began as a means to reduce costs and assist overworked application developers. It has become a trend that dramatically affects the entire American IT workforce.  In this paper, I will address the issue of loss of jobs from the U.S perspective as well as discuss advantages and disadvantages of outsourcing. 
With an increasingly globalize economy, the location of workers performing many jobs has become largely irrelevant. However, the practice of outsourcing has become the source of heated debate in the United States. Many people blame much of the country's unemployment on outsourcing and are alarmed by predictions that millions more jobs will be outsourced in the coming years. There are various advantages and disadvantages to outsourcing.  Advantages include lower costs, better quality, downsizing to focus on the core competencies, highly motivated workforce, and Information System performance problems. Disadvantages include loss of jobs and its effects, hidden costs that are often not calculated, security and confidentiality issues, cultural barriers, and lack of control over the supplier. It is important to know a little about the history of outsourcing, that kinds of IT job being outsourced and what countries these jobs are being outsourced in order to gain a better understanding of the current debate over outsourcing.

Introduction

According to Stephen Overby (CIO), outsourcing and offshoring are used interchangeably among the public regardless of important technical differences. It is important to understand the differentiation between outsourcing and offshoring.  Simply put, outsourcing is the contracting out of services to another company or person, (Sourcingmag.com).  These services often include labor, infrastructure or capital. Whereas Offshoring or Offshore Outsourcing is where the outsourced business functions done in another country, (Sourcingmag.com); this is regardless of whether the work outsourced to another company in the chosen country or stays within the same company. According to Sourcemag.com, outsourcing takes on many forms, however the most common forms are information technology outsourcing (ITO) and business process outsourcing (BPO).  More often in the last three to five years, offshore outsourcing refers to the information technology work performed for American companies by overseas IT companies.  
Historical Background of Outsourcing

According to Dunbar, 2006, the practice of Outsourcing is a much older practice than most people realize. “In colonial days, American businesses outsourced the production of covered-wagon covers and clipper ships' sails to workers in Scotland”, (Dunbar, 2006). The raw material for these products was imported from India. A couple of hundred years later, in the 1970s, computer companies began to outsource their payroll applications to outside service providers. However, most of these jobs were outsourced to companies in other states rather than overseas. It was not until the late 1980s that the practice of outsourcing began to boom. During this time the field of information technology (IT) was growing rapidly, and the demand for IT workers who could develop hardware and software exploded. As the Internet and telecommunications fields developed, companies created thousands of high-paying jobs to attract talented IT employees to work for them. Companies such as Kodak, American Standard and EDS were some of the first companies that utilized outsourcing as a strategy. As the U.S. economy faltered, however, companies had to cut their IT budgets and began to seek a less expensive labor force outside of the United States. 

Latest Trends in Outsourcing

The globalization of outsourcing operating models has resulted in new terms such as nearshoring, insourcing, and multi-sourcing that reflects the changing mix of locations. According to Sourcingmag.com, Nearshoring is “The transfer of business or IT processes to companies in a nearby country, often sharing a border with your own country.”  For the US, countries such as Canada and Mexico would be considered nearshore sites of where work would be sent. Nearshoring has become a popular strategy  for companies that don’t want to deal with the cultural, language or time zone differences involved in offshoring.
2008 Predictions for Information Technology Outsourcing
According to Everest Research, we can expect to see the following trends in 2008:

· The overall IT Outsourcing (ITO) market will continue on a solid mature growth. 

· We are also likely to see further decline in mega-deals, both in terms of number and the size. As fewer mega-deals get announced most of the play in the mega-deal segment will shift to renewals and re-competes. As a result, these trends are likely to increase competition resulting in additional pricing pressure across ITO.

· Although small and medium business (SMB) remains largely under-penetrated in

terms of ITO, we do not see major changes and efforts coming in this market segment and we expect it to remain under-leveraged.

· Demand for ADM services is likely to continue slowing down resulting in a more

sustainable pace of growth of ~7% down from 12% growth in last couple of years.

· We estimate that the penetration of offshoring into the ADM headcount of IT services companies is approaching ~40% and likely to start showing signs of saturation.

· This maturation of offshore trend will result in a shift of value in ADM from labor

arbitrage into more complex areas of ADM, e.g., process improvement and application portfolio rationalization. This value shift will result in buyers’ driven consolidation of their supplier portfolios and push toward more partnership-based relationships.
Top Countries in Offshoring
Consultant A.T. Kearney has identified the most desirable outsourcing destinations based on the following: 1) financial attractiveness, based on such measures as compensation and infrastructure costs; 2) a so-called people score, measuring a nation's people skills, availability of language and educational skills, and the size and quality of the IT industry; and 3) their economic/political environment, infrastructure quality, cultural exposure, and IP security. 

Figure 1: Top Countries for Outsourcing
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INDIA 6.9  3.2  2.3  1.4 

CHINA 6.6  2.9  2.3  1.4 

MALAYSIA 6.1  2.8  1.3  2 

THAILAND 6  3.2  1.2  1.6 

BRAZIL 5.9  2.6  1.8  1.5 

INDONESIA 5.9  3.3  1.5  1.1 

CHILE 5.8  2.7  1.2  1.9 

PHILIPPINES 5.8  3.3  1.2  1.3 

BULGARIA 5.8  3.2  1 1.6 

MEXICO 5.7  2.6  1.5  1.6 

SINGAPORE 5.7  1.7  1.5  2.5 

SLOVAKIA 5.6  2.8  1 1.8 

EGYPT 5.6  3.2  1.1  1.3 

JORDAN 5.6  3.1  1 1.5 

ESTONIA 5.6  2.4  1 2.2 

CZECH 5.6  2.4  1.1  2.1 

POLAND 5.6  2.6  1.2  1.8 

VIETNAM 5.5  3.3  1 1.2 

UAE 5.5  2.7  0.9  1.9 

USA (TIER II) 5.5  0.5  2.7  2.3 

URUGUAY 5.5  3 1 1.5 

ARGENTINA 5.5  2.9  1.3  1.3 

HUNGARY 5.5  2.5  1 2 

GHANA 5.5  3.3  0.9  1.3 

LATVIA 5.5  2.6  0.9  2 

LITHUANIA 5.4  2.6  0.8  2 

SRI LANKA 5.4  3.2  1 1.2 

MAURITIUS 5.4  2.8  1 1.6 

TUNISIA 5.4  3  0.9  1.5 

PAKISTAN 5.3  3.2  1 1.1 

SOUTH AFRICA 5.3  2.5  1.2  1.6 

JAMAICA 5.3  2.8  1 1.5 

ROMANIA 5.3  2.9  0.9  1.5 

COSTA RICA 5.3  3  0.9  1.4 

CANADA 5.2  0.8  2.1  2.3 

RUSSIA 5.2  2.6  1.4  1.2 

ISRAEL 5.2  2  1.3  1.9 

SENEGAL 5.1  3.2  0.8  1.1 

GERMANY (TIER II) 5.1  0.5  2.2  2.4 

PANAMA 5.1  2.9  0.8  1.4 

UK (TIER II) 5.1  0.5  2.2  2.4 

MOROCCO 5.1  2.9  0.9  1.3 

SPAIN 5  1.2  1.7  2.1 

NEW ZEALAND 4.9  1.5  1.1  2.3 

AUSTRALIA 4.9  0.9  1.7  2.3 

UKRAINE 4.9  2.8  1 1.1 

FRANCE (TIER II) 4.9  0.5  2.1  2.3 

TURKEY 4.8  2.1  1.3  1.4 

PORTUGAL 4.8  1.6  1.1  2.1 

IRELAND 4.2  0.4  1.5  2.3 

Source: A.T. Kearney Global Services Location Index 2007


From the previous chart, you can clearly see that India has emerged as the 

dominant player in outsourcing with China, Malaysia, and Thailand closely behind.

Other areas to cover:
Advantages of Offshore Outsourcing

Disadvantages of Offshore Outsourcing

Recommendations

Conclusions
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