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Executive Summary
Information technology has become the driving force within the current economy.  Every business function and form of communication is handled through a constantly changing IT environment.  Previously, only large, industrialized countries reaped any type of major benefit from conducting business with other countries.  Today, even developing nations are feeling the fruits of such relationships.  The reason for this is information technology.  

The entire world functions in unison now instead of each country or business sector individually.  By focusing on core business competencies, it is easier to penetrate the sectors of highest value to your organization.  Offshore outsourcing provides a high value outlet for eliminating costly common business functions.

Unindustrialized nations are now understanding the importance and impact of this industry and taking full advantage of it.  They know that no westernized country holds a candle to them in terms of cost, and they are slowly but surely adding quality and efficiency to that list as well.  Taking all these advantages into account, it will be hard for any corporation to ignore them for long.

Being a business executive, one must be constantly thinking about new and innovative methods or strategies that make their business better than the competition.  One of the most lucrative assets a company can have in order to entice buyers is lower costs.  This is why so many companies already have, and many are considering, turning to offshore outsourcing of their basic non-core business functions.

When considering such a method, many factors must be examined to make sure the move is truly beneficial to the company.  Issues that may seem very basic and fundamental could turn out to be the most complex and difficult to handle if they are easily skimmed over.  To avoid having to deal with any of those scenarios, it is necessary to cover all bases at the beginning.

When deciding what country to offshore specific functions to, the same types of factors must be considered.  Any country will be able to do what you are looking for, but which one will do it for the lowest cost, and provide the best service simultaneously?  Currently, India is running a solid lead next to any other offshore destination.  Their experience, quality, low cost, and government support have made them the chosen site of many American and European companies.   
Information Technology and Globalization
Information technology has dramatically impacted developing nations in recent years.  Over the past decade or two, these countries have been able to make great strides in becoming global participants.  Before IT, developing nations had little to no say in global policy and economics; today they have leverage with their IT capabilities and therefore posses a greater voice to be heard.  The world has flattened tremendously over this time period causing the need for globalization among organizations.  If a company does not participate globally, there is little hope for them to succeed.  After all, it has become just as easy to video-conference with someone halfway around the world as it is to talk to the person who sits right next to you everyday.

A symbiotic relationship has formed between the needs of developed nations and areas in developing nations that have responded.  This response has spurred intense economic and technological advancement within those areas.

It is no surprise that offshore outsourcing is the main component of IT’s impact on developing countries.  They are still a source of cheap labor that many westernized nations flock to with the thoughts of saving money.  Some of these nations have numerous years of experience, and therefore provide not only a competitive service as to quality, but still manage to reduce costs greatly due to much lower wage rates than countries like the United States or most of Europe. 

Although recently companies may not have expanded their client base to a global level, they have developed a global support network by leveraging the advantages of off shore outsourcing their non-core capabilities to areas in developing nations that have sprung up to support that market niche.  By understanding that niche and what issues companies focus on to make the decision to offshore, we are better able to understand how those nations have responded to develop the information technology infrastructure that has stimulated other IT growth within the country. 
Cost, Continuity, and Other Major Business Functions Must be Addressed
The consideration to move any process or component of a business to an overseas location is based on the fundamental goals and requirements of any business.  That is to say, businesses should use the same criteria to examine overseas locations as they do when evaluating local options, and that the decision to outsource or offshore should only occur if the decision results in strategic advantages that match the company’s goals.

Fundamentally, companies examine first the basic business capabilities of a site to weigh opportunities.  First, due to the length of the ongoing relationship, a primary concern is for the lasting cost savings and strategic advantages that a site can provide.  Locations should not just be examined for what is currently capable, but what also is likely to occur in the near, medium, and long term future.   This also leads into issues of continued reliability of the proposed services and trends in competition and wages in the area.

As countries and areas are developing their IT capabilities to support other businesses, a careful examination must be made of the erosion of any wage advantage that a particular area has.  While some areas may in fact initially be more costly than another, over the long term run of a contract relationship and with the immense costs of switching providers or areas, any long term trends will be significantly more important than short term savings.

These sunk costs are also a major determining factor in choosing a location.  While any decision that proves to be irreparably misaligned should be terminated, a large weight should be placed on the forethought involved with actively managing these costs throughout the relationship.  Another comparable concern is the switching costs of changing from one provider or location to another.  In the case of one provider of the service, ensuring there is capable competition available in the immediate area provides some assurance that the continued relationship will remain an competitive one, but also as necessary there will be another service provider available that can assist to keep transfer costs down.

As support costs of the relationship can easily mount, it is necessary to examine the macroeconomic costs of the relationship.  It is evidenced in subsequent areas here, but more specifically, local political and economic areas of expertise must be established, as well as, where applicable, physical facilities, international banking, learning curves, etc.  In the case of any switch from one location to another, re-establishing these may provide greater additional costs than maintaining the relationship.

The same cost consideration ideas are carried across specific providers as well.  It is important for the individual service providers and locations capable of providing conditions that are agreeable to the company.  The providers and locations should have functions and resources available that match the needs of the company.  Also, they need to be able to offer scalable options that compete against companies’ in house capabilities and changing requirements, and favorable contract terms for the relationship to include: contract length, services provided, cost, flexibility or rigidness of the contract, and protections for the company.

A final key business consideration is the capabilities and experience of both parties in determining what the true goals, objectives and metrics of the situation will be.  It is necessary for a successful relationship to have these clearly assessed, outlined, and stated prior to the agreement of the relationship to ensure a successful outcome. 3, 4, 5, 6. 7, 11, 12

Physical Infrastructure Characteristics of Transportation and Support Capabilities is Key 
The next key concern for companies is the physical infrastructure of the location and its ability to support the necessary business and the IT processes.

While Americans take for granted electricity, it can be a major concern overseas.  As power resources and grids have developed, they have not always kept pace with industrial advances of the economy.  In particular, large IT centers have developed within existing urban areas but also near outlying areas that now being developed to be supported by national utility companies.  It is also important to note that IT is completely dependent on electricity.  With overseas companies providing database management, server capabilities, software development, and communications support for companies all over the globe, very little work can be supported for more than a few minutes during any power interruption.

Backup alternatives and redundancies should be closely examined to ensure that can support the requirements of the business.  A regularly utilized method within the United States is for onsite generators to be readily available and capable of providing immediate power in case of an outage and of supporting the power requirements of the company’s core applications and hardware for extended periods of time.  This can also mean separating power lines inside the facility: one line for business critical applications and hardware such as servers and communication lines, and another for non-critical uses such as lighting, elevators, and dining facilities.

Similarly, telecommunications access has to be at an acceptable level.  While new technologies allow for voice communications to occur over internet lines, and mobile telecommunication access is rising in urban areas, regular and international phone access is required as well.  Many overseas support centers can be call centers, and it is also important to regularly be able to contact by phone other office support as well.  Phone capabilities should not only include sufficient and cost effective international calling, but also minimize voice “lag time” for users that are located on opposite sides of the globe.

Another issue that is often widely ignored for businesses in the United States is transportation.  Access to international transportation can be important depending on companies’ requirements, but what can be more important is an urban mass transportation system.  Business parks can be developed within existing urban areas, but in some countries, they are developed adjacent to the city’s outlying areas.  In these cases, it is important that employees have reliable transportation to the facilities.  Disruptions can cause problems with real time systems that require immediate attention.

Additionally, depending on the industry and function involved, the physical environment and facility are important.  While some operations may occur at a desktop level, some functions may require specialized facilities, or in the case of a large numbers of servers at one location, it may require additional cooling capabilities, and some facilities require protection against extreme weather, flooding, or earthquakes.11
How Technologically Advanced and Compatible is the Offshore Site
Perhaps one of the most fundamental concerns for any outsourcing decision is ensuring that the organization or location being outsourced to is more technologically and more strategically advanced than you.  It is important that companies have the most technologically up-to-date capabilities to support your long term goals.  Their hardware and software should be technologically sound, and have sufficient capacity for additional requirements, as well as sufficient safeguards against changes in technology.

Similar to changes in technology, potential service providers or locations need to be investigated to ensure that they can match your existing technology platforms and applications.  While most office applications are compatible with one another, it is not always the case with specially designed software that has been created for a specific use or company.  Additionally, applications or hardware that is supported by this provider or location may interact with applications and hardware that has not been contracted out, and it most be recognized upfront how supported and unsupported lines will be drawn and what is necessary.

International communication bandwidth is also a primary concern depending on the business processes supported.  As a wide variety of businesses can be supported, it is important to determine exactly how large and small will routine communications be, as well as how large they may potentially be, if even only on an occasion.  In the case of routine office applications such as tax returns, the normal communication requirement may be very small, and only a couple pages.  This routine transmission, though occurring hundreds of times, is comparably small and easily supported through even outdated technology channels.  Lag time is not a concern, as the transmission may not even be viewed right away.  Moving into higher requirements, are processes that maintain company databases or operating systems.  The number of occurrences is relatively few, but the communication size is rather large, and it may be required to take effect immediately or available extremely quickly.  Finally, in some instances there are applications that require immediate real time surveillance and occur millions of times per second to support a large client base.  The bandwidth must be able to support this large size of communication, millions of times over, with absolutely no lag time.

As more of business is critically dependant on information technology, aggressive misuse and abuse of technology can cause severe implications for businesses.  An absolute necessity for service providers and locations to provide is security management capabilities.  As processes convert from limited point of access internal networks to communications betweens networks, it is important to ensure that cutting edge technology is in place to safeguard these networks.  Failures in security management can cause substantial economic losses.

Additional possibilities for economic loss can be increased substantially if service providers and locations are not aptly prepared with disaster recovery capabilities and business continuity plans.  While any circumstance requiring the need for these cause substantial losses initially, losses will be magnified if not properly prepared for.  The critical information and processes of businesses must be properly backed up using methods that would ensure that a disruption would not affect both systems, and that the back up system would have a means of being reached and supported by staff.

Technical certifications are additionally a large concern for most companies.  While university degrees do provide a substantial background to work from, advancing technology has mandated additional specialized universal technical certifications to ensure that the proper training was received in order to work with a specialized technology.2, 3, 7, 9, 10, 11, 14
Financial Institutions can have a Critical Position in the Future
While banking may not be the first concern that is thought of when considering an overseas location, it is an important one.  Any business that is going to work internationally will have to establish an international banking relationship or trust the banking relationship of the service provider it is working with in order to facilitate the commercial transactions between the two. 

Similarly, in developing a relationship that will provide growth opportunities for the service provider, it is important for strong banking institutions to be in place to finance the growth opportunities, through hardware, software, and personnel requirements of the provider.  Mechanisms for ownership can also critical for companies wishing to establish joint ventures overseas or offshore their business processes.11 

Government Support can Lead to a Much Smoother Transition
Government support is perhaps the largest uncontrollable factor of any overseas operation.  Very little can be done to change international relations or policies.  Only by being conscious of these factors can a company hope to be prepared for the political environment of an overseas location.

First and foremost at least a superficial understanding must be had of international relationships between countries.  While as Americans, we may have a strong relationship with a potential country, it is important to also examine the relationship between that location and the location of other overseas operations or manufacturers that will be affected.

Once that is identified, further investigation must be done in specific regulatory compliance, statutory guidelines, and taxation policies that will affect your company and operations.  While most national governments may be supportive of developing IT support, local government may pose an entirely different set off issues and concerns on top of the national government.

While some of the processes sent overseas may not be strategic or business critical, they may be closely guarded, proprietary, or copyrighted.  Fears of software piracy have been a major international concern as businesses move overseas.  Not only is it important to be aware of national and local policies, but it is probably more important to investigate the enforcement rates of those policies, and cultural acceptance of them.  Without acceptance or enforcement intellectual copyrights may be useless, and the economic benefit may be quickly degraded by copycat software and processes.

Similarly, best practices in business processes often provide a strategic advantage.  Companies must closely supervise the sharing of those practices and how they are used by a service provider.  A single service provider may provide process support to two competing companies, as either company shares its best practices, they are easily carried over to the competing company by the same service provider.  The strategic advantages are then lost.  It requires both political and service provider safeguards to assure that this type of strategic advantage loss does not occur or is at least minimized.

Finally, it is also extremely important for a stable political arena to be in place, one that is independent and lasting.  As business relationships are built over time, it is important to ensure that political changes do not force a change on the relationship.5, 7, 8, 11
The Qualified Employee is the Backbone of any Business
As additional industries send different operations overseas, it is important to examine the labor force that supports information technology as an enabler.  One of the first issues to examine is the availability of diverse skills in the labor pool.  While traditional roles of software development, database management, and helpdesk support are regularly supported, more industry specific tasks are required as well.  Administrative processing is regularly done, as well as finance, banking, accounting, engineering, automotive, aviation, etc.  It is immensely important that workers have a background in the industry they will be working and then learn the individual skills of the IT environment that they work in, versus the other way around.

This diversity of skills does not come easily, and substantial employment pools are necessary to meet this need.  It is important not only to find the most qualified employees, but to retain them as well, and at minimized wage rates.  As employment pools grow tighter, competitive wages increase and so does employee turnover as other companies offer more money for their expertise.  This can erode both the learning curve and advantages from wage rates.

Quality of service covers concepts such as coverage hours which can range from local work hours, to U.S. market hours, to even 24x7 hour support; and minimized service disruptions due to boycotts, strikes, or other interruptions.  Quality of service incorporates most importantly language barriers and cultural understandings of the companies and processes they support.  This can be everything from understanding of terms, buzz words, and lingo; to matching senses of urgency, and where that particular process fits into the bigger picture of the company.

As we focus on the relationship between IT in developing nations and how they have developed in conjunction with the outsourcing and off-shoring needs of businesses, we can see how developing nations have responded to those needs to build an IT infrastructure in support of that relationship.1, 4, 5, 7, 11
Problems with Offshore Outsourcing

Just as there can be many perks to offshoring business functions, problems may arise as well.  These are not prohibiting factors, just simply things many companies fail to address prior to making offshore decisions.  If they are dealt with beforehand, the transition can be a smooth and easy one.  Language barriers can be a huge roadblock.  The most important part of business is communication, and if no one can understand each other, you are cutting that important aspect out right away.  Someone involved in the offshore plan should be able to speak the language of the country they are offshoring too and vise versa to ensure an easier transition.  

Cultural Differences Can Create Easily Avoidable Problems

Cultural differences is another major issue that must be addressed.  This can cover everything from work ethic to coding documentation to something as simple as how meetings are conducted.  Something that may be a perfectly accepted gesture in the United States during a business meeting may be considered rude or improper in another country.  If these types of things are not understood beforehand, the whole venture can start off on the wrong foot and cause many bumps in the road ahead.   

Control Can be Maintained if Proper Steps are Taken

Control is something many business leaders fear they will lose if they participate in offshore outsourcing.  Being that you are in a completely different country that the people who are doing work for you, this is an easily understandable concern.  This is why service level agreements are so vital to any IT project.  Making sure that everything is covered in a precise manner should be a top priority so that control can be maintained.

Excess Costs can Creep into any Structured Business Plan
When most companies are considering offshore outsourcing, they have one goal in mind:  saving money.  While this is very feasible, they tend to overlook many excess costs that may arise.  Yes, the wage difference is huge, and will allow for cost savings, but you have to look at more than just that tiny piece of information.  Costs can creep up from things as simple as travel.  Constantly having to travel to the country you are offshoring in can be an expensive event.  All costs must be considered and compared to current budgets before an effective decision can be made.24
Global Country Comparison

The following chart gives a general overview of many common offshore destinations used today in terms of cost and quality relationships.  It is apparent that India is currently the best choice as a destination with its low cost and high quality supply.  Two other countries that will be looked at a little more closely are China and the Philippines.  China maintains the lowest cost, but their quality is lagging behind many other countries.  The Philippines lies in between China and India.  It is a little higher costing, but with a decently qualified workforce.  
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Source:  “The Offshore Nation”25
India by Far Handles the Majority of Offshore Outsourcing Work
India is currently exporting about $12.2 billion in IT services each year.  Originally, India had very poor communication and problematic government policies and procedures.  The Ministry of Information Technology was created with the single purpose of eliminating these problems and making India and IT “superpower.”  Their goal they are currently striving for is for India to achieve $60 billion in software exports by 2008.  This may seem like a lofty goal, but it is definitely in reach for the country who focuses all of their attention on Information Technology.26  

There are currently 23 firms worldwide that are CMM-5 certified.  Of those 23, 15 of them are Indian firms.  Almost ¾ of the worlds most highly certified software companies are Indian showing their extreme commitment to being the best offshore destination in the world.  There are many other factors that make India such a desirable destination including their IT experience, highly educated and English speaking workforce, and their heavy government support.  All of those factors are items that have been mentioned earlier as necessary factors in choosing to offshore.  India has managed to capture the most important ones moving themselves to the top.  McKinsey conducted a report noting that if work was contracted to India, there was a cost savings of 40-60%, quality improvement of 3-8%, and productivity increases of 20-150%.27  This is an interesting bit of information to those who thought offshoring was simply decreasing their costs.  Not only is it doing that, but it is also increasing quality and improvement at the same time.28
China is Becoming a Major Player as an Offshore Destination
China’s offshore outsourcing market is still very immature.  It is similar to India about 10-15 years ago.  Piracy rates in China are extremely high; upwards of 90%.  That can be a large deterrent to possible offshore customers who fear their software will be pirated and lead to additional costs.  While China maintains the largest world population, they’re citizens are not as experienced or sophisticated in IT work as other countries such as India.  The majority of China’s programmers are only knowledgeable in low level coding and maintenance of existing systems.  

China has also not created the reliability and trustworthiness that India has.  They have not been able to prove themselves as a credible offshore destination.  They’re quality control standards are not close to that of India.  China has one CMM-5 certified company, while India maintains 15 of them.  Because of the immaturity in this industry thus far, China is being used more by countries such as Japan and India as an offshore destination.  India used to be the country that the US and Europe would offshore simple tasks to; now they are in turn offshoring those to China and concentrating more on sophisticated higher level programming and software.  Only time will tell how China will grow and respond to increasing offshore demand, but for them to compete with India in terms of quality and reliability, much more work is needed.29
The Philippines has Become a Recent Up and Comer
The Philippines is a much smaller country than India or China, so naturally its capabilities will not be able to reach as for.  They are more knowledgeable and experienced in the areas of human resources and call center operations.  Although they cannot handle the sophisticated projects of many Indian firms, they do have one large advantage; they are a highly westernized nation.  Being a US protectorate for nearly 50 years enables them to have a wide understanding of western culture and language.  The Philippines is actually the third largest English speaking nation in the world.  This can provide much incentive for companies who do not wish to struggle much with cultural differences and language barriers.  

The Philippines biggest problem lies in the fact that they simply lack the size and scale of India and China.  They will never be able to fully compete with these nations because of their small size.  They may become more specialized in one specific area of expertise and create a niche market for themselves.  Where India has roughly 800 software companies, the Philippines has only 30.  They also have no CMM-5 certified corporations within their country, leading many to believe it is poorer quality as well.30
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The chart above displays the total number of IT exports among major offshore outsourcing nations around the world.  It can be seen that India by far has the largest with $12.2 billion.  The other two countries that were mentioned, China and the Philippines come in the third and fourth largest respectively.  Surprisingly, Canada has the second largest amount of IT exports at $8.2 billion per year.
The Indian Incentive
In the last 15 years, India has seen a phenomenal change that has helped boost the economic growth and fully enable market potential.  A large part of the change is attributed to factors such as government policies and availability of skilled manpower.  

India’s Population is Second Only to China

India has a population over one billion (1,080,264,3888), and is the world’s most populated nation next to China.32  India maintains a strong advantage over China however, due to its extremely large percentage of young people.  Roughly 35% of the total population is under the age of 15.33  Although China may possess a larger population, the majority of their citizens are in an older age category.  The middle class population is currently expanding by 30-40 million people annually, which is largely attributed to remarkable increases in the purchasing of consumer durables during recent years.  

[image: image10.jpg]FIGURE 3. The largest offshore service exporters.
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In terms of GDP, India’s growth rate is set to continue between 6% and 8% annually.34  Over the past 15 years, India has been the second fastest growing country in the world, after China, averaging above 6% growth per year.  Growth accelerated to 7.5% last year, and will most likely follow the same course during the current year.  Many observers predict that India could continue to grow at this high rate over the next decade.  The GDP per capita as of 2005 is listed at $3,400.32
Geographical Advantages include a 24/7 Work Environment
Indian companies and IT service providers work around the clock.  “The government sleeps at night and the economy grows,” says Gurcharan Das, the former CEO of Procter & Gamble in India.34  Because of time differences between India and its offshore business partners, much more work is able to be completed in a shorter amount of time.

Diversity and Culture Vary Throughout the Country

Doing business in India is very different than doing business in the United States.  Each Indian state has its own culture, language, and laws and regulations.  Most states of India have welcomed and embraced people from all over the world who are looking to outsource their operations to India.  

Hindi is the national language of India and the primary tongue of 30% of the population; however there are 14 other official languages.  India is also the second largest English speaking manpower resource in the world.  More copies of the “Times of India” written in English are sold in India than the amount of “USA Today” copies sold in the United States.32
India is the world’s largest and most diverse democracy.  As one of the poorest countries in the world, it has sustained a democratic government for nearly 60 years.34  This, along with the large English speaking population, combine for the largest advantages India has over other similar developing economies.  The liberalization and privatization that took place after 1991, allowed India to open its doors and welcome private and foreign companies.  Since this time, there has been swift acceleration of the privatization process and reconstruction of public enterprise.
Labor May be Cheap, but Quality is not Sacrificed
Due to lax government regulation post 1991 coupled with cheap labor, companies have managed to cut their costs tremendously.  This cheap labor however does not equivilate to poor quality.  The quality of work and intelligence of the Indian population is of the highest caliber.  

Strong Emphasis on Education has led to Highly Skilled Workforce

Math and science, coupled with English proficiency are among the most important educational aspects in India.  This has given rise to a skilled work force to meet the growing current IT demand within the country.  India produces 300,000 engineers and 150,000 IT professionals annually.  There are approximately 150,000 IT professionals in Bangalore alone, compared to 120,000 located in Silicon Valley.  India maintains internationally recognized higher education institutes like the IIT (Indian Institute of Technology), IIS (Indian Institute of Science), AIIMS (All India Institute of Medical Sciences), and the latest venture constructed by the joint efforts of McKinsey, Wharton School, and Northwestern’s Kellogg School, known as ISB (International School of Business) located in Hyberabad.35
Government Laws and Regulations Continue to Support IT
After the liberalization, privatization, and globalization in 1991, India’s IT industry has grown exponentially in comparison to other Indian industries.  Although the majority of the time India’s growth is chaotic and largely unplanned, somehow out of all the chaos and commotion, things get accomplished.  The following are some significant features of the governmental policy that have encouraged and lured multinationals to do business in India.

· Reduced import duty on computer software from a high 114% to nothing

· Conducive foreign investment environment that provides freedom of entry, investment, location, choice of technology, imports and exports

· Dividends from Indian companies’ tax free in the hands of the shareholders

· Corporate tax rate for the domestic companies reduced to 30% from existing rate of 35%

· Incoming tax holiday – 90% until 2010; customs and excise duty exemption of 100%

· Central sales tax reimbursement

· Minimum floor rate on sales tax

· Exemptions from stamp duty and electricity duty

· Reduction in property tax, service tax – exemption

· IPR (Intellectual Property Rights) laws in place36
Major Indian IT Hubs

Bangalore is the most preferred IT destination for its year round salubrious climate, excellent social, cosmopolitan culture, and education and health facilities.  Bangalore is located in the state of Karnataka, which has historically been known as a location for technology and research and development based institutions.  Karnataka also boasts the best available IT infrastructure in the country.  Infosys, known as the Microsoft of India, is a Bangalore based IT company, along with Wipro Technologies.  Karnataka state started up the Indian Institute of Information Technology in Bangalore and now houses six new private technology parks covering an area of six million square feet.37
Another major IT destination is Hyderabad, whose government had already created a quality infrastructure to facilitate the developments of IT parks in the city.  STPI centers have erected in over 21 different locations across the country with the majority of the IT industry concentration in Bangalore, Noida, Chennai, Hyderabad, Mumbai, Delhi and Pune.  This reflects the natural technology clustering effect that has taken place in other technology clusters such as Silicon Valley, Boston, Dallas, Ireland, Sweden and Tokyo.  Some of the key states for technology parks in India and their attractiveness are shown in the table below.
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The Problem with Piracy

Piracy is the unauthorized use or reproduction of copyrighted or patented material.  India has a full fledged copyright law known as the Copyright Act of 1957.  The law contains elaborate provisions protecting copyrights in computer programming software.  A new 
[image: image11.jpg]Figure 2: ITO and BPO Industry Size in Outsourcing Destination Countries, 2004

CanADA RELAND czecHrepUBLIC
oszm e onx ||osom @som

POLAND
ostioM @ sToM

RUSSIA
OSsOM g s2M

cHINA
OSTOM @ S200M

INDIA
o515 @528

PHILIPPINES
©s330M @ s0om

MALAYSIA
OsM g s

BRAZIL
© s20m OSUM @ M
HUNGARY SOUTH AFRICA
ossoM  @s2sM o s2m
© IT Senvices Exports ® BPO Exports

Source: neeIT



[image: image12.png]Population of India by Age and Sex: 1997 and 2020 = 1007

I 2020

Male Female

70 60 50 40 30 20 10 O 0 10 20 30 40 50 60 70
Millions
Source: U.S. Bureau of the Census, IPC, International Database.




[image: image4.emf]38

Piracy rates world wide and the losses thereof

Piracy rates world wide and the losses thereof :

Dollar Losses by Region ($M)

7897

12151

7897

1239

2313

1546

7243

9786

7553

1018

1937

1262

North

America

European

union

Asia Pacific

Middle east/

Africa

Rest of

Europe

Latin America

2003

2004

Source: Second annual BSA and IDC  Global Software Piracy study

Piracy Rates by Region (%)

22

35

53

58

61

66

35

23

37

53

56

61

63

36

North America

European Union

Asia Pacific

Middle East/ Africa

Rest of Eurpoe

Latin America

Worlwide

2003

2004


study released by the Business Software Alliance (BSA) concludes that countries with the highest software piracy rates stand to reap the greatest economic gains by protecting intellectual property rights.  In 2004, the world spent more than $59 billion on commercial packaged PC software, up from $51 billion in 2003.  Over $90 billion was actually installed, up from $80 billion the previous year.38
These are the results of the BSA study of global trends in software piracy in 2005.  The results confirm that software piracy continues to be a challenge.  In 24 countries, the piracy rates exceed 75%.  Unfortunately, the high piracy region of the world is also the highly developing IT outsourcing areas, including China and India, where the IT market is growing at 15% or more.  Globally, business and consumers will spend more than $300 billion on PC software over the next five years.  Looking at the current piracy statistic during the same five year period, almost $200 billion worth of software will be pirated.38
Currently, India comes in 20th in global software piracy rankings.  Their IT exports are more than triple the size of their domestic market, but they still manage to maintain a 73% piracy rate despite the world class software development skill and government efforts attempted to curtail piracy.  This could in turn lead to the inhibition of locally packaged software growth.  The BSA Vice President, Mr. Jeffery Hardee, said “reducing India’s piracy rate by 10 points over a four year period could create 50,000 high wage jobs and increase local revenues by more than $1.6 billion.”39    
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The above chart displays the basic research formula to measure the piracy rates and dollar losses experienced by countries.  This was the formula used for the study conducted by IDC and BSA.  The pirated software amount can be found by subtracting the packaged software put into use for a given year from the packaged software that was paid for during the same year.  (source??) 

Bill Gates predicts that Asian software piracy will be under control within the next 10 years.  According to Mr. Gates, when piracy starts hurting Indian and Chinese technology markets, rather than helping them, these countries will quickly make cutting piracy rates a top priority.40
The Need for Quality Infrastructure
The infrastructure in India has improved drastically in recent years, playing a major role in the rapid development of IT software and the ITES/BPO industry. Good telecommunication facilities are pivotal to the growth of the software industry, which has led the government to take measures towards making this one of its top focus areas.

Recent measures enacted by the government are allowing private players to invest in the power sector.  This has proved to be very successful in leading towards lower costs and higher quality power. 
Telecommunication in Pivotal for Enabling a strong IT presence
Telecommunications, one of India’s fastest growing industries, consists of both services and equipment. Telecommunication services, in turn, include fixed line telephones, mobile telephones, and Internet and broadband services. The total number of telephone subscribers, including both fixed and mobile lines grew by 34.34% to reach 124.78 million by the end of December 2005. Of this, fixed lines grew by 8.85% to reach 48.84 million subscribers, and mobile lines grew by 58.17% to reach 75.94 million subscribers. The Internet is the backbone of the IT industry. Internet subscriptions in India have increased tremendously.  By the end of December 2005, the subscription base grew by 22.94% to reach 6.70 million. During the same time period, the Broadband (speed > 256Kpbs) connections grew by 1821.28% to reach 0.903 million subscribers.41, 42
One of the major reasons behind this rapid growth in the telecommunications industry is the fact the technology has become much more affordable. For example, mobile tariffs in India are the lowest in the world. Because of these low costs, averages of 3 million subscribers were added every month during the last nine months of the fiscal 2005-2006. Analysts believe these huge numbers are bound to increase in the coming years. The government has to take several other constructive measures to ensure the high growth rate in this sector. The most predominant among these being to allow 100% foreign direct investment in this sector which currently stands at 75%.41
The following table shows the current trends in the Indian Telecom Industry.

	 
	Dec-05
	Growth Rate

	Fixed line telephony
	48.84 M
	8.85%

	Mobile Telephony
	75.94 M
	58.17%

	Total (Fixed & Mobile)
	124.78 M
	34.34%

	Internet Subscribers
	6.7 M
	22.94%

	Broadband Subscribers
	0.903 M
	1821.28%



Source: http://www.trai.gov.in/Report%20%20Dec-05%20Part%201.pdf
Power has Become a Major Key to Continuing IT Growth
India is the world’s 6th largest power generator. The installed capacity is 124,311 MW as of January 2006.  India’s per capita consumption of 606 KWH per year is among the lowest in the world (world’s average per capita consumption is around 2500 KWH per year).  Power consumption has had a compounded annual growth rate of 9%.  In India, demand has always exceeded supply.  For this reason the government plans to add another 100,000 MW capacity by the year 2012.  As of today only 85% of Indian villages have access to reliable power and the remaining 15% are waiting for light. Of the total installed capacity, thermal power accounts for 66.4% of capacity, hydroelectric power for just over 25%, and nuclear and non-conventional plants account for 2.7 and 4.9 percent respectively.43, 44
In the wake of rapid economic growth, the government has come up with initiatives to meet the growing power demands of industries. Special measures have been taken to ensure that all IT parks across the country are given a quality and uninterrupted power supply. In order to attract further investment in the IT industry, several state governments provide power to IT companies at a subsidized rate.

The Roadways of India are Continually Carrying More Traffic 
India has a widespread road network that covers more that 3.3 million kilometers, making it the second largest in the world. Roads make up an important component in transportation as they carry an estimated 70% of freight and 85% of passenger traffic in the country. Traffic on the roads is growing at 7% to 10% annually, while vehicle population has been growing at around 12% annually during the past five years.42, 45 
The Indian road network is divided into two categories 
· Urban Network and

· Non-urban Network – further divided into 3 mail classes

·  The National Highways (NH)

· The State Highways (SH)

· The District Highways

National highways have a total length of 65,569 kilometers. While they account for only 2% of the total road network in terms of length, they carry around 40% of total traffic. This shows the importance of national highways and to what extent they are currently over capacity.        

In order to meet the growing demand for roads, the government has started the National Highway Development Project. This project began in 1999 and is one of the world’s largest road development projects. Under this project, all the major national highways are being upgraded to six lanes.42, 45      
Air Travel Continues to Develop Along with IT Industry Growth
India is one of the fastest growing civil aviation markets in the world, second only to China. In 2004-2005, the total number of passengers was around 59 million, which saw a growth rate of 21.7% over the previous year. The domestic passenger segment grew by 24.4% to 39.9 million, while the international passenger segment grew by 19.4 million. The country has a total of 126 airports, consisting of 14 international airports, 8 custom airports, 24 domestic airports, 26 civil enclaves at defense airfields and 54 other small airports.42, 46
Because of the recent rapid IT growth, two state of the art international airports are being built in Hyderabad and Bangalore. The government has also started a huge program for modernization of existing airport infrastructure in the country. As part of this program, airports in New Delhi and Mumbai have been leased out to two separate joint venture companies. These joint venture companies plan to modernize the airports to world-class levels and operate them. Other major airports are to follow with this large expansion.47
One of the major significant developments has been the entry of low cost carriers or “no-frills” airlines, which are 30 to 35% cheaper than the traditional flights. Because of these, low cost air travel has become more easily accessible to a larger segment of society.  Air Deccan was the first airline company to come up with this idea in India. The success of Air Deccan has prompted several other airline companies to venture in this segment, resulting in further reduction of air travel cost.42, 46  

IT – ITES Industry

The Indian IT-ITES industry can be divided into two segments; IT services and software and ITES–BPO hardware segments.
The IT industry has seen remarkable growth since 2000 and has also recorded a cumulative aggregate growth rate of 28% between 2000 and 2005.  The IT industry’s contribution to the national GDP has grown from 1.2% in 1997-1998 to an estimated 4.1% in 2004-2005.  The industry is showing no signs of slowing down as witnessed by aggregate revenues of $28 billion for the year 2004-2005.  From an employment generation perspective, the total number of IT and ITES professionals employed in India has grown from 284,000 in 1999-2000 to over 1 million in 2004-2005, growing by over 200,000 last year alone.42, 48 

Some of the multinational firms operating from India include IBM, Microsoft, Intel, Novell, Computer Associates, Oracle, AT&T, Fujitsu, Motorola, EDS, SAP, Computer Vision, Digital, Hewlett Packard, Texas Instruments, Analog Devices, and many more.  Of the Fortune 500 companies, 220 of them have established their presence in India.
The following charts give a graphical representation of the current composition of the IT industry in India and what recent growth patterns have looked like.
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Indian companies have been consistently performing well and delivering outstanding products to their clients. All major Indian firms have been considerably increasing their market share over the years. The following is a list of the top 20 Indian IT companies according to their software exports.
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A brief company profile of the top three Indian IT companies is as follows:
Tata Consultancy Services Ltd      

· Established 1968

· Over 59,000 Associates

· Revenue for FY 2005 was US $2.24 billion

· First company in the world to receive an integrated enterprise wide CMMI Level 5 and PCMM level 5 assessment.

· Global presence – Operations in 47 countries, 160 offices across the globe.

· Ranked 9th in the ASTD best Awards Program.49
Infosys Technologies Limited 

· Established in 1981
· Has over 49,000 employees.
· Revenues for the FY 2005 were US $ 2.09 billion.
· Attained SEI-CMM Level 5 in 1999.
· Global presence – 36 offices in 17 countries and 37 global development centers.
· Was ranked No. 10 on the Business Week IT 100 (June 2005).50 
Wipro Technologies Limited        

· Established 1980

· Has over 50,000 employees.

· Revenues for the FY 2005 were US $ 1.813 billion.

· Global presence – has global delivery centers in 38 countries.

· Was the 1st company outside the USA to receive IEEE award.51, 52
Conclusion

Information Technology has transformed the world into a Global Village. Today the world is extremely connected, anything that happens in a remote area of the world will directly or indirectly effect everyone.  If the NYSE goes down, its repercussions are immediately felt in the European and Asian markets.  This virtual integration of world markets in just one simple example. It is undeniable that Information Technology has become the backbone of globalization in the recent past.

Developing countries who already have a good footing in IT, such as China, India and Philippines will continue to play a major role in the world economy. These countries are not only a source of highly qualified and low cost labor but also a huge source of a virtually untapped market.  Globalization is not only boosting trade between developed and developing nations, but also helping foster good relations between these countries.  Developed countries are outsourcing many jobs to to developing nations, which are performing these tasks more efficiently and with higher quality.  Developing countries are becoming economically stronger and beginning to buy into more sophisticated technology, making globalization a winning situation for all involved parties.
India will continue to play a leading role in the field of information technology, thanks to its illustrious educational institutes and positive government initiatives.  The government should continue to take corrective measures in certain areas, such as reducing the unwanted bureaucracy which has always been an impediment to development.  More efforts should be directed toward developing infrastructure, so it is more conducive for foreign investment.  Major Indian IT companies moving in the right direction will soon become the world leaders in the field of information technology. 
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