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A Couple of Definitions

Outsourcing

The concept of taking internal company functions and paying an
outside firm to handle them. Outsourcing is done to save
money, improve quality, or free company resources for other
activities.

Insourcing

The opposite of ; that is insourcing (or contracting
In) is o en defined as the delegatlon of operatlons or jobs from
productlon within a business to an internal gbut 'stand-alone’)
entity (such as a subcontractor) that specializes in that
operation.

Offshoring

The relocation of business processes/services from one country
to another. This includes any business process such as
production, manufacturing, or services.


http://en.wikipedia.org/wiki/Outsourcing

Drivers for Outsourcing

Economic necessity

5.6 M labor force deficit forecast in US by
2010.

The excess labor supply in outsourcing
destinations.

Market globalization

Revolution of the enabling telecom
platform and capacity

o The Internet
o NetMeeting, WebEx, AIM, MSN, Skype, QQ...



Labor Shortfall at Source
Countries

igure 1: Demand and Supply of US Labor in 2010 (in Millions)
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Labor Supply at Outsource
Destinations
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Outsourcing: the Cost Structure

Figure 1: Direct and Hidden Costs in Global Services Sourcing

Onshore costs Offshore/nearshore costs
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Wage rates support

Change management » Training & productivity
Global knowledge Exchiange rate enhancement

development fluctuation » Knowledge acquisition
» DR/BCP capabilities

» Profit margins of service
Contract management providers

e Quality assurance
e Legal

Transition & governance
Resource redeployment

Role redundancies Travel Costs

Source: neolT




The Economics of Offshore
Outsourcing

Onshore Offshore

§ 25-35% savings .
. (Other Costs

N Physical Infrastructure

- Change mgmt. Resource redundancy, etc

- Offshore Salaries

. Communication, Travel costs

Source: neolT
Note: Chart not to scale




Average ITO Salary in
Offshore/Nearshore Locations oo
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Nearshore Destinations include: Brazil, Canada, Hungary, Ireland, Mexico, Poland
and Romania

Offshore Destinations include: China, Costa Rica, India, Malaysia, Philippines,
Russia, Singapore, South Africa, Thailand and Vietnam




Average ITO Salary in APEC
Countries (2004
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The Outsourcing Landscape

The IT Outsource Destinations
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The Outsourcing Landscape

IT Export Revenue (mil USD)
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The “visible” Global IT Service
Providers
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China: The outsourcing Market

@ China Outsourcing Market:
$1.4B (2006)

® Market: Domestic, Asia heavy

* 60% - Japan & Korea alone.

* 40% - from multi-national
companies located in China.

® Growth: 38% annually for the next 5 Years.
@ First-tier Cities: Beijing, Shanghai, Dalian...
® Second-tier: Xian, Chengdu...



China Outsourcing:
Top 10 Second Tier Cities wsoe 2007
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China: The Major Players
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China: The fragmented field

ASTI Application Solutions and Technologies Inc. ......... Objectiva Software Solutions.................ccccoe i,
BaiRuan Software China INC. ... Shaanxi GLNPU Software Co., Ltd. ..o,

Bamboo Networks Limited ..., . i
Shanghai Baosight Software Co.,Ltd. ....................cc

Boffln Technologles Ltd Shanghai C'Ddex I“El TN NN N R NN R NN E NN N NN E NN EEE T EEEIIEEEIUEEETTEEEITIEAG TR EERTEE

CAC Shanghai Corporation...............cccccccccccevrrceneeen. Sh@nghai DragonSoft Information Technology Co. Ltd......

China Offshore Outsourcing Development................... Shanghai EPro SOFWATE .........o.ovoveeveeerereeeereeeeeeseeeseseeneeeens
ConNNECHTCRNING ...
CVIC Software Engineering Co. Ltd. ...........cccccvvvveviiennnen.
Dalian Haihui Sci-Tech Company Limited (DMK)............ ohanghai Wicresoft Co., Ltd. ...
Dalian Modern Hi-Tech Development Co.,Ltd. ..................

Shanghai Newtouch Software Co.,.Ltd. .................................

Dalian Yongjia Electronic Co., Ltd

Dreamscope Consultants Ltd. ................ccoooeeeiieciiiieen
EPRO Technology Limited ................ccoooviiiiiiici e,
Excel Technology International Holdings Limited
Forlink Software Corporation, Inc. ..............cccoooevveneenne.
Guangzhou Zhongjie Hi-Tech Development Co.,Ltd. .......
Handsome Electronics Ltd. .............c.ccooeviiiiviecc e,
iSoftStone Technologies Ltd...............c.ccoooievieiicii e,
Neusoft Group Ltd..............ccooiiieeeee e,




China Outsourcing: Some

Charactistics and Challenges

_evel of Energy!

Time Zone

Language

Culture

The Single-Child Effect

Industry Maturity

More than 10000 software service suppliers
Only 5 has over 2000 employees (cco cosing
Only 7 passed CMMS5 certification.

Technical Leadership Talent
Programming Talent
Turn-Over




China Outsourcing: The Outlook

Software as a fundamental Industry

Strong government support across the
country

Globalization need
Fast expanding domains
BPO IR .

Consulting
Engineering Software




China Outsourcing: Impacts to Jobs
IN the source countries

Shifts lower end technical jobs outbound

Requires new skill sets to remain
competitive
Flexibility
Communication skills
Management skills — people, project
Technology leadership and delegation skills

Opens up enormous, unique
opportunities for cross-culture
professionals



China Outsourcing: A lighter note
Subtle Influences that last
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http://www.chinesesavvy.com/savvy/subjects/199.html

Questions?

For an executive summary and further
Information, refer to


http://www.geocities.com/qingxiang_niu/Outsourcing.html
http://www.geocities.com/qingxiang_niu/Outsourcing.html

