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ABSTRACT

Offshoring has been a popular mantra over the tpastlecades. The Indian Information Technology (IT)
companies are finding ways and means to retain toenpetitive advantage by changing delivery lamsi
and giving value added services offering. This pajedves into the current state of the Indian Ifviees
industry and attempts to find out the domestic &Fviees opportunity from perspective of Indian IT
vendors. The paper attempts study the domestic &fkenh also explores the future of the Offshoring
revolution for the Indian IT industry. The papensows light on the domestic opportunity that ait Istft
untapped and proposes a model for outsourcing,hwtén be adopted by Indian IT giants for long term
sustainability of business.
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1. INTRODUCTION growth rate for the Indian IT sector has slowed
down in the last couple of years. Every industrg ha
The Indian IT industry has been experiencingpeen impacted by outsourcing in both positive ways
double digit growth since the last 20 years sintse iand with caveats (Niehaves and Plattfaut, 2011)
inception. The Indian IT industry is currentlyConsidering the competition India faces with
experiencing challenges in sustaining this growtltountries like China, Russia, etc. (Espinosa et al.
In order to cater to the growth in need of IT seegi 2007a, b), it is important for India to manage
across the globe, various companies have startedstainability even though it still has “competiv
venturing away from self sufficiency in their walfy o advantages” like educated workforce, quality
conducting business to identifying specififocused processes, etc. (Espinosa et al., 2007a, b)
processes that can be developed by some other . : . . .
: ~India IT industry’s lion’'s share of business is
company in order to reduce costs and focus on th(?|r ; . :
. . rom the United States and the United Kingdom.
core business (Niehaves and Plattfaut, 2011). The. . ; . "
: is is certainly a risky proposition as the conple
global software services market was valued at $1 ; :
ependency on one country is not a good business

billion i 1990 (Sparrow, 2009). 'The gIObaImodel Further, the international outsourcing model
economy is expected to improve with the global ' ' ; cing |
as always been hit by the recession in the

) o
f?(;) ;?rr]e%c\;(zeglf %_rﬁév t%){als.glfbgll ICTstgle?] dar;smternational market. The above factors have made

expected to grow in the range of 5-6% over the ne&rt]ergfkbigl mtﬁgkeltnzpi’:r?eI_'porfacgfsnetgg'?gt’hirﬁl‘:‘uﬁ;ng
two years and global sourcing is set to grow fast srPtrate a?nd business modsl ¥Ne believe that there
at roughly ~8% during 2013 and 2014. Ankita gy '

Somani (2013) has stated that although India is tﬁsﬁa. strong need for the Indian IT plqyers to besad
their horizon and look for alternative avenues of

global _sourcing leader it accounts for only rowth which are less volatile and less affected by
approximately 10% of the total global IT spend o : ;
he global scenario. Based on the current scenario,

US$124-130 billion. This means that there is a hu C e present a strong case for the emeraence of a
untapped opportunity. The North American market, X gc : 9
uge untapped market in the domestic IT space.

currently contribute to roughly 70% of the revenu
of the Indian IT service companies. The problems This study is organized as follows: the first
in the US economy are- slowing down the growtlsection discusses the globalization of the Indian |
rate of the Indian IT industry due to the reliamée industry namely its origins, markets, service
the industry on the North American markets. Thefferings, global technology spending and the
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domestic markets along with the emergence amtocess, application service and infrastructure
growth of outsourcing and offshoring. The secondolutions for business outcomes. As per Gartner
section looks at the vendors (Indian IT companie®utsourcing helps clients to develop the right
operating in this space, their relative strengtihsir  sourcing strategies and vision, select the right IT
service offerings and their contributions to theservice providers, structure the best possible
growth of the Indian IT industry via offshoring of contracts, and govern deals for sustainable win-win
services. The third section discusses about thelationships with external providers. Outsourcing
competitors (IT MNC's) operating in this spacecan help companies reduce costs, accelerate time to
comparative analysis of their service offerings vismarket and also take advantage of an external pool
a-vis the Indian IT vendors, offerings and presenaaf resources. Outsourcing by definition is gloipal
in the Indian domestic market. The fourth sectionature since the client could be anywhere in the
proposes a model for outsourcing, which can be&orld and the vendor could be located close to the
adopted by Indian IT giants for long termclient or in some other country. The reasons why
sustainability of business. companies outsource are to save costs, time to
market, competitive edge, and tap external
2. THEINDIANIT INDUSTRY resources so as to have internal resources focus on

The Indian IT Industry is a major player of thecrmcal projects in-house. The Indian IT industry

global IT sourcing market. The Indian IT industryadded the dimension of Offshor_ing to Outsourcjng.
had accidental origins Tﬁe Indian IT industry didThe major IT MNC’s were focusing on Outsourcmg
not exist in the 60’s.and 70's. The two mainwherem the wc_)rk outsourced was performeq on site

lavers in India selling com ute'rs in the 60's ang" near sh_ore in the same country as the che_rﬁ. Th
play 9 P (fwdlan IT industry changed the work execution of

70's were IBM and ICL. These vendors provide he Outsourcing work by moving the work offshore
hardware bundled with software namely COBOL 9 y 9

and EFORTRAN. The Indian governmentnamely to India. The advantage which companies

. ained by Outsourcing to Indian IT companies were
regulations charged a heavy custom duty (300%) ower cogts (due to Ia%or arbitrage), a 22*7 wogkin
import of computer hardware As a result larg '

companies (Indian defense units and large PubllcOdel also called as follow the sun, a global
panie arge Fi production chain and also access to a huge talented
sector units) could only afford computing facilgie

and had in-house resources developin custopOOI of software developers. This was a game
applications ping gﬂanger which made India the destination for IT

outsourcing. This was facilitated further by the

The Indian IT Industry started in the 1970’s to itdndian  government opening its economy
current state. TCS was the first IT Company whiclliberalization), the development of STP (Software
started in the year 1968 (Ramadorai, 2011). TCBechnology Parks) and SEZ (Software Export
was initially focusing on providing software zones). At the same time the cost of telecom links
services for the in-house needs of the TATA groupvas decreasing thus making the world an inter-
TCS obtained its first big export assignment irconnected place. The Indian IT companies used the
1973-1974, to build an inventory control softwardelecom links to facilitate access to client
solution for an electricity generation unit in Irancomputing environments thus making the
(Ramadorai, 2011). At the same time, TCS als@utsourcing work available offshore.

g}evfgﬁ’aegoﬁa?igsnp'ta\:\lli't?]forén&tr'gg shysstegwt;rn g:(:\ti%r}f' The initial set of work done on offshore services
(Ramadorai, 2011). Burroughs a% that timz was thyas making applications Year 2000 compliant. This
second lar ,est ha'rdware gcom anv in the worldras done since the amount of applications which
gest, mpany he US Corporation had to make Year 2000
TCS thus established a footprint for the expodfTof : :

. . ; : chphant was a large number. This could not be

services and was a prime mover in the creation or _ . L2 .
possible by bringing in resources onsite to make

the Indian IT industry. TCS via its software exportthem compliant. The number of applications ran

and_ collaboratlon_s became a role model for Oth(ierqto thousand and the lines of code to be made
Indian IT companies.

compliant in these applications ran into Millions.
3. THE OUTSOURCING LANDSCAPE This piece of work was managed by shifting pieces
of the work involved in making the applications

The global software services market was valued2K compliant offshore. The work involved
at $150 billion in 1990 (Sparrow, 2009). Gartnenamely System Analysis, Code Analysis, Code
defines IT outsourcing as the use of external serviChanges, Unit Testing was sent offshore. The
providers to effectively deliver IT-enabled busisesbalance work in making the application Y2K
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compliant was onsite centric namely Systemever a period of time. The biggest unique selling
Testing, Regression Testing and Implementatioproposition (USP) and the single most potent factor
and was done onsite in co-ordination with the tlierfor India was the cost arbitrage which was due to
staff by the Indian IT Companies. This created ththe salary of Indian IT technology worker was far
delivery model of offshore services. The offshorenore lower as compared to the salary of the US
services model got further cost arbitrage due & thechnology worker. This is no longer the case since
telecommunication revolution. Datawe now have more and more developing countries
Communication services are a necessity fdike Manila (Philippines), Vietnam, China, Russia
offshore services since these links provide actessoffering the same USP of the cost arbitrage. In
the client's IT resources namely the IT networksprder to compete with the newly emerged
servers, hardware and also licensed software useampetitors the Indian IT industry changed strategy
by the client. This service delivery model wago offer more value added services like domain
further advanced by the advent of the internetompetency, process knowledge, Service level
Offshore services are today completely dependeagreement based delivery, Reward and Penalty
on the cheap and reliable data connectivity that titontracts.

internet provides. The smallest of the Indian IT
service provides can connect with its clients usin
VPN. This facilitates both IT service providers an
clients to get into the offshore game.

But the advantages of these value added services
ere short lived since the same were now being
offered also by IT companies from Philippines,
Manila, China and Russia. At the same time the
The Cost of Service was changed by offshorbiggest source of Outsourcing of IT was being done
services due to the reduced cost of IT labor. THzy only one country in the world namely the United
cost or salary paid to an IT worker based offstiore States of America (USA). So there was now a
a developing country was lower than the salary akewed distribution wherein we had competitors
cost of an IT worker in a developed country. Thérom India, Philippines, China and Russia vying for
Aberdeen Group found that average annual Ithe same piece of work from one country namely
salaries in 2001 were $4,750 in China, $5,850 ithe USA.
India, and $7,500 in Russia. As per Aberdeen

estimates offshore contractors deliver applicatio%énl;'gir:nﬂq_ttgning?e;hﬁ;z Vggtse?(n?o?;g?gtn\gr}{jh
development, maintenance, legacy migration P P

systems integration, and related services at gr%)tentlal and that was the domestic market. This

overall cost from 30 percent to 65 percent lesa thz%(v?f' delsTplte tEe N (';ANCS galmng.ground n t_he
in-house initiatives in developed countries. A¢ th hdian IT-market and garnering major outsourcing
same time this added more revenue to the Indian Fpntracts in the Indian market.

company since the cost of service had reduced.The NASSCOM Indian IT-BPM Industry
This also reduced the expenditure since the Indid¥2013 Performance Review, FY 2014 Outlook
IT company did not have to send its entire tearprovides an interesting piece of Information. As pe
onsite so travel costs, visa costs and living costs this report the domestic market is the fastest
the developed country were saved. growing IT market in the world. In fact it
outperforms the Software Exports market. The
Aoy (Year on Year) growth of 14.1 percent
{Figure 1) makes the domestic market growing

very fast. The domestic market grew from INR 918

the U.S. in producing English-speaking scientific_.. . B,
professionals. In 1999-2000 more than 185 Fortug)é”'on to 1047 bilion. ~ These numbers exclude
hardware sales. The total domestic market sales has

500 Compames—that IS, two out of every .ﬂv een broken up into IT services, BPM (Business
global giants—have outsourced some of their |

requirements to India (Gupta, 2001). The number of 0CESS Management) and Software Products. Even

software professionals employed here increased \é\ée%trr\llligetshesata}a'lthzalfasstlenstthgero(\j/\?thmeastt |c1 4m5a rl;eetrcgnt
. - 0 .
250,000 in 1998-1999, up by 25% from theWhile BPM grew at 12.7 percent. As per the BCG—

preceding year. (Gupta, 2001) All the above factor,
were congenial to make India the OutsourcingII REPORT ON IT ENABLEMENT O.F INDIAN
Destination of the world. USINES§ (IT for India — New I—!orlzons, New
Opportunities 2013) the IT market in India for the
All of the above factors were differentiators foryear 2011 is estimated at INR 99,700 crores. The IT
India as an Outsourcing destination. At the sammervices segment has the largest share at 50 percen
time there was an interesting paradox developingf the total market, followed by the hardware

A lot of outsourcing work also came to Indi
also due to the availability of a large pool oflikl
professionals. India at that time was second amly
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segment at 32 percent. As per BCG-CII (IT fofollowed by IT services and packaged software
India — New Horizons, New Opportunities 2013)each with 3.3 per cent growth. IT, BPM services
the Indian domestic IT market is expected to growand software products continued to lead with a
to INR 175,400 crores by 2016 (Figure 2). Thigontribution of over US$ 1 trillion — 58 per cerit o

translates to a growth of 12%. As per the researthe total IT spends. IT hardware with a growth rate
firm Zinnov the Indian domestic IT market isof 7 per cent, touched USD 797 billion and
expected to grow between 15-18 percent in 20138ccounted for the remaining 42 per cent of the
Zinnov states that while the IT exports market isvorldwide technology spend in 2012. The global
getting a mixed feedback, the Indian domestic ISourcing market also grew to USD 124-130 bhillion,
market holds significant potential for 2013. a growth of 9 per cent over 2011 — nearly twice the

The main thrust of the domestic markel(*:lrowth of global IT spend. APAC spend grew 6 per
comprises of Managed services Unifieqcent’ nearly 1.6X faster than mature geographies. |

L . o pends of Americas remained steady at 5 per cent
communication, collaborative applications and EA .

. S . and EMEA recorded a minimal growth of 1 per cent
(Enterprise  Application Integration) of core

applications. The Indian market is the fastest o' 2011,

growing for the mobile space. The number of According to Gartner (Table 1) the ranking of
mobile users makes India the second largest countndian IT vendors in the worldwide revenue there
in number of mobile users. There are a lot dias been no perceptible change. The top 5 Indian IT
enablers for the domestic market which makes it theendors namely TCS, Cognizant, Infosys, Wipro
fastest growing market in the world. NASSCOMand HCL Technologies are not figuring in the top
has also identified six enablers which can make tHeé IT service providers in 2013. The market share
domestic IT lucrative. The first enabler is theof these vendors considering the global IT spend
Mobile apps market, due to the large number dfas not increased. The market share as of 2011 was
mobile users. The second enabler is the Clowl5 percent and as of 2012 was 3.7 percent. This
environment. Cloud Computing Technologies aralso leads us to the conclusion that the ability to
being embraced by the Indian consumer. The thighrner more business from the global markets for
enabler is the outreach of the SMB’s (Small anthe Indian IT vendors is not working out as is
Medium Businesses) which are embracing IT. Thevident from the data above. This necessitates a
fourth enabler is the Government via itsrethink in their strategy to look at the domestic
accelerating economic reforms leading tawvork for revenue growth and also in terms of better
liberalization. The fifth enabler is that IT is nowdeals and volumes.

seen as a critical enabler for inclusive growth an

transformation. The sixth enabler is that Internet 'IS'EF;?/ITS?SYFZTI\?:;EIIE?YFOR LONG

and Ecommerce companies are driving IT adoption.

The Global Sourcing market (Figure 3) as per This section focuses on the strategy needed for
NASSCOM continues to grow faster than the globdbng term sustainability by India IT companies. The
technology and services spend; growing twice astrategy details out the missed domestic
fast as global IT spend. The Global Sourcingpportunities that are still left untapped. The
market had a Year on Year growth of 9%. The kegtrategy also proposes a model for outsourcing,
driver for Outsourcing remains cost along withwhich can be adopted by Indian IT giants for long
simplification and standardization. NASSCOMterm sustainability of business. Figure 6 is a
(Figure 4) also states that the Global IT-BPMliagram showcasing the service offerings on a XY
market grew 4.8 percent in 2012 with the APA(lot with Skill on the X-axes and Value Addition on
(Asia Pacific) region recording the highest growthihe Y-axis. This figure (Figure 6)as shown has four
of 6 percent. Quadrants namely Q1 — Low Skill, Low Value

As per NASSCOM (Figure 5) the Global IT- Addition, Q2 — High Skill, Low Value Addition, Q3

. .. — Low Skill, High Value Addition and Q4 — High
BPM spend is expected to touch US$ 2 trillion ';bkill, High Value Addition.

2013 which is a Year on Year growth of over

percent. Despite the economic instability the year This figure (Figure 6) needs to be observed in the
2012 recorded a steady growth for technology ammbntext of work being done by the Indian IT

related services sector with a worldwide spendingompanies for the export markets. The Indian IT
of USD 1.9 trillion, a growth rate of 4.8 per centcompanies have traditionally been focusing in Q1,
over 2011. BPM services grew at 4.9 per cer2 and Q3. Lately the Indian IT companies have
contributed majorly to the growth. This wasbeen also been operating in Q4. The Indian IT

e ——
266



Journal of Theoretical and Applied Information Technology
20" February 2014. Vol. 60 No.2 B

© 2005 - 2014 JATIT & LLS. All rights reserved-

" A mmmm—
F7aYTTI]

ISSN: 1992-8645 www.jatit.org E-ISSI¥17-3195

companies saw tremendous growth by operating that progress or any new developments are in the
Q1, Q2, Q3. In order to sustain their growth despitline with the Project objectives, goals and busines
the recession in the North American markets thegase.

started service offerings in the Q4 quadrant. The
services in Q4 are high skill, high value which ha']i|
traditionally been the domain of the IT MNC’s. But
despite the strong growth initially got by opergtin
in Q1, Q2, Q3 and then shift to Q4 the Indian |

The Indian IT companies can use MOV as their
SP (Unique Selling Proposition) to tap the
domestic market which is very price sensitive. This
-can be a differentiator for the Indian IT companies

companies have not been able to maintain theli:'rvery company has a business model which

double digit growth rates. This leads us to the fa([;)rimarily works with the intention of making pradfit
: or financial progress. By using MOV an Indian IT

that the Indian IT companies should look at the )
domestic market which could be a missed bus t%ompany can demonstrate to any client that the

sustain despite the recession in the North Americe?nrojeCt would help make the company financially

markets. The Indian IT companies can work in aﬁ)roductive. This makes it necessary to have an
' P attainable MOV. Thus the Indian IT Industry can

quadrants namely Q1, Q2, Q3, Q4 in the Indiap ake the MOV as the fundamental justification for

domestic market. This market has tremendoua roiect to be undertaken. It can be used as a
potential for the Indian IT companies to provide proj j

business in all these quadrants where they hasgr"g]r? gi% Intrrgcé;siﬁg:ggnrtnﬁl;?rfhsndroa(lescct) izsstaa tic;]ol
various service offerings. The quadrants Q1, Q going Proj ying

and Q4 can provide a lot of business which is no® track.

being taken away by the IT MNC’s. The Indian IT The MOV alongwith C K Prahlad’s theory of the

companies can use the Indian domestic market isBattom of Pyramid can be used to address the
cushion to help them sustain shocks and tremod®mestic market by the Indian IT companies. The
coming in from the North American markets orindian economy has a major section of enterprises
other geographies which provide business. Theomprising of the SME's (Small and Medium

Indian IT market is a Greenfield arena and can aldenterprise). These constitute a major chunk of
be a “rain maker” for the Indian IT companies taclients who need automation and do not have any
sustain. The potential of this market is huge and automation strategy. This is required since the
now being milked mostly by the IT MNC’s. Also Indian economy is experiencing churn and SME’s
there is a lot of technology initiatives which areare looking at automation to cut down their costs.
happening namely the creation of the Indian MNC’She Indian IT companies can offer services in Q1,
, the fact that India is the second largest base @2, Q3 and Q4 to the Indian domestic market with
cellular phone users, the technology initiatives of reduced cost. This reduced cost alongwith a
the Indian government, the automation initiatives iproject MOV as a guideline can provide the Indian
the SME (Small and Medium Enterprise). IT companies access to the Indian domestic

market's BOP segment which comprises the

The domestic market opportunity needs to b ) ; . . .
understood in context with MOV (MeasurablegMES' This would be a competitive price which

o o : the IT MNC’s can't compete with the Indian IT
Organization Value). Traditionally all IT prOJectsC anies. The reasons for this are the IT MNC's
and Outsourcing deals are measured on the basis QP ) ; ; .

ary structures in India and also the margins at

" " al
Return on Investment,” or ROI. Jack Marchewka §vhich the business would have to be executed for

business professor at Northern lllinois Universin{he indian SME’s automation will not make it a

came u with the idea of "Measurable . - , .
Organizat?onal Value" (MOV). MOV represents awable proposition for_ the IT MNC's. This on the
similar concept but with a d different definitioA. other hand is achievable for the Indian IT

roiect's MOV is its "overall goal and measure Of:ompanies. So by tapping the domestic market the
proj 9 ndian IT companies add volume to their revenues

Success . Conventlo_nally T projects are compleénd also built up a strategic market to fine turesrt
and have many a times not delivered on budge

. . = gkill sets, competencies and also a laboratory for
schedules, quality. This leads them to being . o . .
. . rojects on futuristic technologies. This then ban
considered wasteful in the resources that end Red as a baseline and bench mark for execution in

being consumed eventually. All of this can b

avoided with due diligence in Project Planningslt ‘the software exports markets. At the same time the

here that MOV helps. MOV can help steer project e?/lnfl'é? for this segment makes it unviable fer th
which are constantly changing due to moving S-

elements  (scope, requirements, resources,The domestic market thus can be a potential for
schedules) by providing a reference point to ensuthe Indian IT companies to tap on and make them
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transition from the conventional Indian IT[7] Ramadorai, S. ,"The TCS story and beyond” ,
Company to a world class IT MNC. Penguin Books Indig2011.

5. CONCLUSION [8] Gupta, P.,"Scenario of IT Industries in India”,

Communications of the AGMA4(7), 2001, 41.

The Indian IT industry is experiencing pain in itd9] NASSCOM, “Indian IT-BPM Industry -

path of growth. The pain is primarily due to its FY2013 Performance Review”, FY2014
focus on North American and European markets. Outlook 2013.
These markets are experiencing churn and al§p0] CII-BCG, “ClI-BCG Report on IT Enablement
reluctance to go beyond its current limits of wisk of Indian Business”, 2013, Retrieved from
be sent offshore. In light of the same the domestic http://www.cii.in/PublicationDetail.aspx?enc=E
markets offer an alternative path of growth andals  ybQOI0ZfuOvvjXhslibBHhsamoEX91h6fL7XIX2X
a pilot market for services which are currently the Zew=.

domain of the IT MNC's. This path has beer11]Gartner, “Gartner Says Top Five Indian
neglected due to the yearning for a revenue stream Pproviders Grew 13.3 Percent In 2012,

in US $'s considering the price differential ane th Exceeding Global IT Services Industry Growth
salary difference of an Indian IT resource vis & vi Rate of 2 Percent’, 2013, Retrieved from
US IT resource. At the same time since the revenue http://www.gartner.com/newsroom/id/2496815.
streams in $'s are drying up it could potentiall 12]Agarwal, R. and Bajaj N. “Managing
mean that as a changed strategy the Domestic outsourcing process: applying Six Sigma”,
market coupled with an MOV would offer ROI to Business Process Management Jourivail, 14

the domestic market clients and an opportunity for  ng 6 2008 pp. 829-37.
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Indian IT Industry Domestic Revenues*
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Figure 1: Indian IT Industry Domestic Revenue Faf2B612 And FY2013
INR billion
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Sources: BCG analysis; Gartner.

Note: Hardware includes PCs, servers, storages, enterprise communication equipment, printers and other peripherals. It does not include fixed network
services, mobile network service and mobile devices.

Figure 2: BCG—CII Report On IT Enablement Of IndBmsiness
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Table 1: Top 5 India-Based IT Services Providerstdide Revenue, 2012 (Millions of Dollars)

Company Global Global 2011 2012 2012- 2011 2012
Ranking Ranking Revenue  Revenue 2011 Market Market
2011 2012 Growth Share Share
(%) (%) (%)
TCS 16 16 9,451 10,888 15.2 1.1 1.2
Cognizant 28 23 5,875 7,053 20.1 0.7 0.8
Infosys 27 26 6,279 6,691 6.6 0.7 0.7
Wipro 31 31 5,334 5,737 7.6 0.6 0.6
HCL 47 41 3,316 3,916 18.1 0.4 0.4
Technologies
Total 30,255 34,285 13.3 35 3.7

273



