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Executive Summary

This report examines the nature of offshore outsourcing to regions of Southeast Asia.  India is the focus of the majority of all offshore outsourcing. But, with increased turnover, high saturation rates, and rising salaries which translate to rising costs, managers need to examine other offshore locations. This paper explores other developing countries in Southeastern Asia.  The purpose of this report is to provide the necessary background to evaluate two such countries, the Philippines and Thailand.  Important considerations when choosing an offshore outsourcing include risks and cultures. This paper examines excellent sources for determining and evaluating these risks and cultural differences. Overall, this report will provide IT managers with the necessary evaluation tools and decision making parameters.

Background

Offshore outsourcing of business processes and software development is a popular trend. Companies pursue offshore locations in search of cost savings and to reassign non-essential business functions.  To maintain a competitive advantage many companies choose to outsource to lower cost areas around the globe.  The benefits of cost savings can be overrun by improper research and planning.  This paper evaluates the risks and benefits of offshore outsourcing in the Philippines and Thailand, and relates that evaluation to established practices in India and the United States. In an attempt to prepare a decision maker for the daunting task of choosing a location, this paper provides helpful analysis of two respected studies which provide detailed country specific information.

Before choosing a location a decision maker must:

· Review country data

· Population, education, resources, economics, etc.

· Examine culture in terms of differences and similarities (Hofstede)

· Strive to understand necessary communication challenges that lie ahead

· Examine risks involved in the country (Global Outsourcing Report)

· Infrastructural, economic, and IT competency

After a brief overview of the best evaluation tools (Hofstede and the Global Outsourcing Report) we will provide examples of appropriate country data research.  All of the information will then be correlated to provide risks and benefits to offshore outsourcing in the Philippines and Thailand.

All research involved in this report was secondary research. The majority of the country data was derived from current IT journals and industry specific writings.  Information is presented through some case studies and anecdotes as well as clear presentation of country facts.  

Risks and Benefits of doing business in the Philippines and Thailand are thoroughly examined. Risks include natural disasters, economic factors and terrorism concerns.  Risks common to both countries will be presented uniformly. Unique risks to the Philippines or Thailand will be delineated as such.  The benefits of doing business in these countries include cost savings, tax breaks and the ability to find niche focused providers.  Once all of the information has been gathered, culture, risks, benefits and country data the IT manager is ready to make a decision. This report will give managers the guidance to confidently make the right decision.

Conclusions for the IT Manager

Based on the research presented, recommendations for IT decision makers are (1) evaluate technology infrastructure, (2) research local IT service providers, (3) explore government initiatives and tax breaks, (4)assess the benefits and risks of sending business to this country, (5) consider partnering with firm for niche products, (6) consider back-up options, and (7) amount of skilled labor available.

All of these recommendations hinge on successful research and understanding of cultural nuances. Using the Hofstede studies and the Global Outsourcing Report will guide managers to the right country for their project.

Definition of IT Service Industries in Developing Nations

A developing country is generally characterized by low levels of industrialization, personal incomes, educational attainments, and health standards (25).  IT services in these countries consist of offshore outsourcing arrangements with many companies as well as some software development.  Companies choose to offshore their IT business to reduce costs and concentrate only on strategic business functions.  In order to compete in the global IT services market a developing country must have the proper infrastructure and government support.  Infrastructure for technology consists of telecommunication groundwork as well as fiber-optic cable availability.  Once countries have the necessary infrastructure they can begin to provide services to the developed world.  Government support is necessary to reduce risks to offshore investors.  Political and economic risks are key factors used to evaluate a developing country by offshore investors. A government focused on controlling risks prepares its country for future investment opportunity.

Global Outsourcing Report: How to Assess Risks

When choosing a developing country for global outsourcing, companies must examine many factors, risks, and opportunities.  Consultants, independent research, and experience can all be used to determine fit with an offshore company and country.  Many sources for independent research exist. “The Global Outsourcing Report”, published in the March 2005 issue of CIO Insight, provides an in-depth look at the global outsourcing market and risks involved in twenty countries, most developing.  It provides the tools for analysis based on opportunity, costs, and risks of outsourcing in these locations (See Appendix A). 

30% of a Country’s Rank is its Costs

Cost savings is the goal of most outsourcing endeavors.  If a company could not produce cost savings they could rarely justify moving the IT work overseas.  The cost factor in the “Global Outsourcing Report” includes cost involved with wages and compensation, infrastructure cost, as well as taxes and regulatory costs.  The cost factor used in this evaluation is 30% percent of the overall global outsourcing rank (13). 

Seven Factors of Risk Management

Risk constitutes 54% of a countries overall outsourcing rank. Risk includes seven factors:


Geopolitical Risk


10%


Human Capital Risk

10%


IT competency Risk

10%


Economic Risk


  6%


Legal Risk


  6%


Cultural Risk


  6%


IT infrastructure Risk

  6%

Geopolitical risk includes the evaluation of the stability of the government, the existence of corruption, and security in the country.

Human Capital risk evaluates the quality of the educational system, labor pool, number of IT graduates.

IT Competency risk includes project management skills, high-end skills, and competence.

Economic risk includes currency volatility and GDP growth.

Legal risk includes overall legislation, tax, and rules on intellectual property.

Cultural risk includes language compatibility, cultural affinities, innovation, and adaptability.

IT Infrastructure risk includes IT expenditures and the quality of key access infrastructure.

· The CIO Insight Whiteboard, “The Global Outsourcing Report”

The Experts have Input as Well

The market opportunity rating consists of expert third-party analysis of each of the twenty countries. This rating includes global competitiveness and analysis of IT market share.  Market Opportunity is 16% of the overall Global Outsourcing rank (13).

India and China are Leading the Offshoring Outsourcing Race

In 2005, India ranked first in global outsourcing.  It is currently the most popular outsourcing destination.  India provides a well educated workforce.  Ranking lowest in Human Capital Risk, India has proven educational systems that produce enough IT graduates to provide necessary services to outsourcing clients.  India’s highest risk rating is in IT infrastructure.  The developing nature of India requires government focus on improving these risks.  Infrastructure throughout the countries as well as back-up options can reduce this risk. India entered the global outsourcing market early and has had time to develop the necessary tools, as well as reduce some of the inherit risks.  Along with this time India has also become more costly.  Their services come with experience and outsourcing costs grow each year (13).

China, ranked second in 2005, threatens India for the top ranking in the future.  Although it lacks experience with outsourcing, infrastructure, and educational strength, the size of China and its’ fast growth are suspected to propel the country to top ranks.  The cost of business in China is less than in India and the population size can handle future growth (13).  

Examining Culture for the perfect match 
Although India and China rank highest in offshore outsourcing other countries provide offshore outsourcing options to companies around the globe. In this paper, we will evaluate the IT service industries in the Philippines and Thailand.  A company must find the appropriate match before entering into an offshore agreement.  Risk factors and cultural fit have to be examined before choosing a location.  Political, economic and educational risks can easily be delineated and evaluated.  On the other hand, cultural risks provide a daunting evaluation task.  Culture must be studied, understood and compared to that of the home country before global outsourcing can be successful.  Tools for evaluating culture can be found in many books, on-line, and other published research.  The most complete and helpful study found to evaluate cultural risks and behaviors is the Hofstede Study. 

Hofstede Studies-A Guide to Understanding Cultural Differences

To begin to understand the business practices or IT in foreign countries, you must begin with the culture of these nations.  One of the most famous studies on culture is the Hofstede Studies of Cultural Dimensions.  Geert Hofstede developed these studies in the 1980’s while working as a psychologist for IBM.  Hofstede analyzed research from more than 100,000 individuals that worked with more than 40 countries (3). Later, his search was broadened to 53 countries (3). Through this research, he divided up the countries’ cultural differences into five categories.  The categories are: power distance, individualism/collectivism, masculine/feminine, uncertainty avoidance, and long-term orientation (29).

Power Distance

The first of the dimensions is power distance.  Power distance is “the extent to which the less powerful members of institutions and organizations within a country expect and accept that power is distributed equally” (12).  Countries with large power distance would be more likely to keep employees under tight observation.  Employees are expected to do exactly what their supervisors tell them to do.  Managers working with outsourcing clients must respect the chain of command.  In contrast, countries with smaller power distance would be expected to consult employees on business decisions.  There is less tolerance for centralized power in low power distance countries (12). 

Individualism/collectivism

Next is the individualism/collectivism dimension.  Within this cultural dimension, individualism is based on the needs of an individual (12).  On the opposite side of this dimension, a collectivist society is more concerned with the group.  In highly individualistic cultures, individual needs are taken into account before those of a group.  On the contrary, high collectivists would be more concerned with the entire community, group, or cult they are involved within.

Masculine/feminine

Following individualism is the masculine/feminine dimension.  In a masculine society, there is more emphasis based on assertiveness and material success.  Cultures at the feminine end of the spectrum are more modest and concerned with the quality of life. Communications in offshore ventures have to be adjusted accordingly.

Uncertainty avoidance

The fourth dimension is the uncertainty avoidance.  Uncertainty avoidance is the “level of tolerance for uncertainty and ambiguity within a society.”  Cultures with high uncertainty avoidance are reluctant to accept change.  Conversely, cultures with low uncertainty avoidance expect and embrace change.  Understanding a country’s comfort with change will help an IT manager to develop the proper change management and implementation strategies.  In countries with high uncertainty avoidance, change needs to be handled carefully with delineated tasks and expected outcomes.
Long-term orientation/short-term orientation

Finally, long-term orientation/short-term orientation is the last dimension of the Hofstede Study.  This dimension is also known as the Confucian dynamism.  Long-term orientation cultures value characteristics such as persistence, thrift, and having a sense of shame.  The values that are related to short-term orientation are very different.  Those values include personal steadiness and stability, saving “face”, and reciprocation of greetings, favors and gifts (12).
In addition to these descriptions, included is a chart of each dimension, (see Table 1.).
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Table 2. Partial List of Countries Rated by Hofstede’s Dimensions of Culture




(3)

The concept of the five dimensions in the Hofstede studies can be reviewed in greater detail in relation to the Philippines, Thailand, India, and the United States.  In working with foreign nations, audience matters.  Decision makers must be aware of cultural difference to avoid offending nationals.  This analysis provides an in-depth look into the culture similarities and differences of these four nations.
Evaluation of the Hofstede Studies in relation to the Philippines, Thailand, India and the United States

In Appendix B, the five dimensions are represented along with a rating from 0 to 100.   By reviewing the list, it is evident that there major differences between the countries.  

Philippines and Thailand are Opposites in Power Distance

Of the countries reviewed, the Philippines had the highest power distance index.  This culture largely relies on social classes. Ranks among society are very important in the Filipino culture.  Within the business environment, an individual would address their supervisor with his title and surname.  Similarly to the Philippines, India has a high power distance index and ranks 10th with a score of 77.  India once had a formal caste system, so there is no surprise they have a high power distance.  In countries with a high power distance index, nepotism is expected and it is difficult to move from one class level to another (29).

In contrast, the United States and Thailand are lower power distance cultures by comparison.  These societies are based on the values that you can come from humble beginnings and develop into a class level much higher from where you came from. The United States is in the middle of the pack in power distance. Moving from class to class is not an easy task but it is achieved with hard work. Smaller power distance is associated with a decentralized work environment and participative relationship with the organization.

However, hard work is not the key to Thailand’s low power distance index.  Instead, Thailand’s religious values take precedence over professional success. Thailand’s religious affiliations are mainly Buddhist.  The Buddhist religion puts very little emphasis on social classes or ranks.  Buddhists are much more focused on the “quality of life” and seeking inner peace.

As an offshoring manager, one must evaluate the power distance index in the potential outsourcing countries.  Within power distance indexes, each manager must evaluate the cultural differences, such as the emphasis on chain of command and titles of businesspeople.

Cultural Aspects that Determine Group vs. Individual Loyalties

The United States leads all of the countries as the most individualistic culture.  They are more concerned about personal gain than the group.  Individualistic societies are much more concerned with personal achievements and rights than collectivist cultures (19). In addition, individualistic societies are concerned with individuals being held accountable for their responsibilities (12).

India and the Philippines have cultural similarities in this dimension.  Each of the cultures is collectivism by nature.  They value and protect family at all cost. Their values are based on reciprocation of favors, a sense of belonging, and respect for tradition. (19) Privacy is not a value of the collectivist culture, although this is exchanged for loyalty and protection of the group. 

As well, Thailand has a collectivist culture.  The Thai’s collectivist attitude stretches to a further extreme than India and the Philippines.  The group chemistry that is apparent in their culture leads to groupthink decisions.   It is important in their culture to prevent disorder.  This leads back to the notation that Thailand has a strong Buddhist backbone and Buddhism conveys that group unity is important.   

India and Thailand Not Motivated by Monetary Rewards

Of the four countries highlighted in this study, the Philippines and the United States were the most masculine cultures. They put value on rewards, achievement, assertiveness, and material success.  In a masculine culture, performance and growth are the focus. Thus, recognition, advancement, and rewards are major motivators (12).  Determining the best motivators would increase the offshoring success. 

Conversely, India and Thailand have more feminine cultures.  Monetary rewards are not the primary focus; instead vacation and time off are seen as greater rewards (12). By and large, recognition is not a focus within these environments. Instead they are more focused on relationships and the quality of life (19). Using days off and family structured activities would be good motivators for offshore workers in a feminine society.

Thailand’s Culture Avoids Risks

The United States, Philippines, and India are ranked 43rd, 44th, and 45th respectively in UAI.  They have similar cultures in relation to uncertainty avoidance.  These cultures generally embrace changes and value creativity. (6)  It is not uncommon to change procedures or rules in order to increase efficiency in the system.  

On the other hand, Thailand is high in uncertainty avoidance.  Their culture feels that rules, regulations, and procedures are necessary.  In addition, they are much less likely to take risks than those in cultures with a lower uncertainty avoidance rating.  When dealing with Thai managers, one must be very direct and give specific information.

Immediate Rewards are the Norm in U.S and Philippines

India and Thailand both are long-term oriented societies, whereas the United States and the Philippines are short-term societies. Perseverance and thrift are two key values in the long-term oriented cultures. Long-term oriented cultures believe that there rewards will come in the future. 

Although, the U.S. and the Philippines are more short-term oriented than India and Thailand, both countries fall in the middle of these ranking.  They tend to have values of both long and short-term orientation. These countries values are saving “face” and profit–based measures that align with long-term orientation, but also perseverance which aligns with short-term orientation.

Conclusions of the Comparisons

The Philippines: A Strong Possibility of the Future IT Offshore Outsourcing

Through the comparative analysis of these countries, there is a close correlation between India and the Philippines in terms of culture.  Each country falls into similar area in individualism and uncertainty avoidance. This certainty fuels the argument that the Philippines would be an outstanding “backup site” for IT services.  

In addition, the Philippines rank highly in masculinity.  This seems to be an advantage for a competitive company or industry to tap into their resources.  By having a strongly masculine culture, competition is stressed and they value performance and growth.  India also has a masculine culture but not as high as the Philippines.  This may be a great place to begin one’s outsourcing because they are so focused on success and achievement.  

Power distance is another dimension where the Philippines is very high.  Leading back to our highly masculine society, it is no surprise they rely heavily on ranks and social classes.  Although, a U.S. manager may be need to keep close control over staffing.  Preferential treatment is strongly accepted in this culture.  In the United States, there are many laws that focus on fair hiring practices.  This would not be as prevalent in Pilipino culture.   

As for short-term orientation, there are similarities between the Philippines and United States.  Both countries are more concerned with profits than India or Thailand.  A strong case for a company to begin outsourcing in the Philippines would be their focus on profit-based measures.

Thailand’s Buddhist Values Set the Stage for IT Growth

Thailand’s advancements over the last decade have shown growth in IT although their culture tends to be more cautious in the business world.  The only similarity that Thailand has to the United States is the low power distance index.  Both the United States and Thailand are not focused referring to one’s another in a formal manner.   In both cultures, it would be acceptable to refer to one another on a first name basis.  

The areas in which Thailand is opposite from the other countries studied are collectivism, femininity, uncertainty avoidance, and long-term orientation.  These differences are almost completely a result of the strong Buddhist background in the Thai culture.  

Collectivism, femininity and long-term orientation all embrace the Buddhist’s nonassertive and group-oriented nature.  They are much more focused on finding the quality of life, rather than productivity, profit, or efficiency. 

On the positive side, the collectivistic attitude may bring benefits such, as strong group dynamic and loyal associates.  Businesses need to be wary of groupthink attitudes and lack of creativity, but in exchange they can create a strong group atmosphere.  

Also, smaller businesses may see the feminine culture as a benefit.  In a masculine environment, monetary rewards are motivators. Although in a feminine culture, vacations and time off are seen as greater rewards.  Removing the focus on extra incentives or bonuses may affect the bottom line.

Finally, the long-term orientation would be a change from both the United States business cultures.  Although, both Thailand and India have long-term oriented society and India has exploded in the world of IT.  This may have little to no effect on how profitable an IT business can become.
Although the four countries examined fall into similar areas of cultures, each is unique as a business entity.  As outsourcing and offshoring continue to expand into these regions, there will be a shift in the rankings of these dimensions.

Philippines

Once a thorough examination of the studied risks and cultural attributes is completed, a decision maker must research countries for possible fit.  The first country researched in this report is the Philippines.

The Philippines are located in Southeast Asia between the Philippine Sea and the South China Sea.  The Philippines is east of Vietnam.  Otherwise referred to as RP, the Republic of the Philippines has only recently obtained its freedom from colonial rule.  The Philippines celebrated their freedom from the United States in 1946. Prior to their control by the U.S., the Philippines were governed by the Spanish.  Over 81 million people live in the islands of the Philippines.  Their capitol city is Manila (26).

As evidenced through the Hofstede study, the Philippines have many similar cultural attributes to those of the United States and India.  These westernized islands are predominately English speaking with similar laws, customs and business ethos to the United States. Their educational system, primarily developed with American influence, provides more university students that the continent of Europe (18).  

83% of the country is Roman Catholic.  Their religious values support family and collectivity.  Less than 3% of the country is Buddhist, a common religion in Southeast Asia (34).  

Most Filipinos speak fluent English.  Pilipino is also an official language of the RP.  Most educated Filipinos speak English from a young age.  The predominance of the English language has been questioned by Filipino leaders. To develop a global business presence the current President, Gloria Macapagal-Arroyo, has supported English being taught to students.  Today, English remains an official language of the country (26).  
The Philippines provide an educated workforce.  94.6% of the population over the age of fifteen can read and write (34).  There are approximately 380,000 college graduates annually, of those almost 15,000 are IT graduates (18).

The life expectancy in the Philippines is 64.6 for males and 70.46 for females.  Such high rates indicate low health risks and the availability of adequate health care (34).

The Philippines offers a steady business environment with controlled inflation.  The GDP is $390.7 billion with growth in 2005 equal to 4.5%.   The stable business environment is a byproduct of their stable government and allows for offshore stability (34).

Under the leadership of President Arroyo, the Republic of the Philippines is organized with three divisions of government; Judicial, Executive, and Legislative.  

The executive branch is lead by the President.  The RP Congress and Senate hold joint responsibility for legislative functions. The head of the judicial branch is the Supreme Court.  These three functions work similarly to the U.S. government and provide a balance of power and stability (34).

Government Supports IT Services

The government of the Philippines supports IT services by allowing the rapid growth of the telecommunications and infrastructure in the country.  The first step to this growth was the deregulation of Globe Telecom, the government run telecommunications company.  Once competition and privatization took over the telecommunications industry, development and growth could take hold and the IT service sector could develop.  Prior to deregulation, there were 1.9 million land-line telephones and 1.9 cellular phones, after deregulation the number of land-lines rose to 3.3 million and cellular phones rose to 3.5 million(34).  There are 93 internet service providers in the Philippines, with an overall internet penetration of 4% of the population (27).

The government also plays a role in inviting foreign investment.  The government provides tax holidays and special benefits to companies that do business in business parks.  In fact, in one business park, a six year tax holiday was used to increase foreign presence in the Philippines (8).  

Reducing piracy is a government initiative in the Philippines.  Software piracy in the Philippines is 71% which equals $69 million lost to pirates last year (26).  Companies producing software pressure the government to provide stable business environment and expect piracy laws to be enforced by the government.  

Growing IT Services Market in the Philippines

The IT services market in the Philippines in 2005 had a growth rate of 29%.  IT services comprised a total of 2.2% of the overall GDP.  The healthy growth of the IT market has reached almost $1 billion dollars.  These numbers are the results of over 30 IT companies and 10,000 software programmers (27).  

There are three major service providers in the Philippines that contribute the majority of financial gain to the country.  These providers are: SVI, SPI, and AJK Consulting.  SVI, Software Ventures Incorporated, is the largest provider in the Philippines (30). 

Employing 2,500 people, SVI is the largest outsourcing company in RP.  Posting over $40 million in annual revenues, SVI offers low cost and high quality to companies choosing the Philippines for their offshore outsourcing projects. Supporting SVI and the Philippines IT service industry, the IFC, International Finance Corporation, has invested $10.3 million to expand SVI capacity in software services and business process outsourcing. The IFC, a private sector arm of the World Bank Group, believes that the Philippines has the ability to be a global leader in service outsourcing (30).
“The Philippines has all the ingredients necessary to take a global lead in service outsourcing.  With a target market that continues to grow rapidly and underlying economics that have never been better, outsourcing is becoming a key industry for Asia.  Service outsourcing is an increasingly larger portion of the sector” (30)

Going to the Philippines: A Real World Study

Ondeo Nalco Company, located in Naperville, IL, is a water services and chemical treatment company.  They chose to outsource software development to Headstrong Corp. with offices in the Philippines. Ondeo Nalco has found the Philippines a manageable partner.  Their success is a result of proper planning, communication, and cultural management.   Before the offshore venture began three Filipino programmers spent two months on site at Ondeo Nalco meeting their counterparts and learning the project requirements.  This familiarity allows the team to communicate well.  Daily conference calls rehash the day’s events.  These calls end the work day for the Filipino workers around 8:30 a.m. CST., just as the Illinois workers begin their day.  The Ondeo Nalco project manager has learned to provide specific tasks and ensure instructions are understood.  The culture differences inhibit frank discussion on project needs.  Instead, the project team receives precise instructions with clear tasks that are understandable and manageable in the Filipino office (28).  

Although the offshore outsourcing venture between Ondeo Nalco and Headstrong has been a favorable relationship, it is not without risk to Ondeo Nalco.  The time difference, managed with daily conference calls, leaves no work being done on software development while Ondeo Nalco has staff in its home office.  There is no easy access to project team coordinators when Filipino programmers are working. They must coordinate this communication in their daily conference call and plan accordingly to reduce project delays.  

System security is a forefront concern of Ondeo Nalco.  Opening system access to programmers across the globe was a concern of Ondeo Nalco managers.  Companies choosing overseas outsourcing have to carefully evaluate the needed applications and provide access to only necessary segments of the overall system.  After evaluation of the needed access, Ondeo Nalco found it necessary to police their systems and monitor usage to prevent any system misuse. 

Important lessons can be learned from Ondeo Nalco’s experience in the Philippines. They properly built rapport and communication with the offshore outsourcing team. They met in Illinois and gave the Filipino team an opportunity to learn the business and software needs first hand.  Continued communication and planning kept the project on task.  Specific tasks and delineated requirements provided proper direction for the Filipino staff to produce the desired results. Managed risks and exploited opportunities resulted in a successful offshore outsourcing venture in the Philippines (28).

E-Commerce

The Philippines is considered a developing nation. But, their IT infrastructure is growing stronger with increased investment.  They have been able to attract offshore investment from many multinational companies; they have also focused on offering back-up services to companies already outsourcing in India. Their focus has been on providing IT services to primary and secondary customers.  They have not focused, however, on the development of E-commerce to the extent of other Southeast Asian countries.  Overall, e-commerce investment in the Philippines was approximately $2 million dollars in 2000.  Compared with Thailand in 1999 reaching investment totals over $31million, the Philippines has room for growth supporting e-commerce initiatives (8).

The congress of RP failed to ratify an e-commerce initiative which would have provided the budget to increase e-commerce in order to compete with other developing countries.  An additional one billion pesos requested for an ICT, information and communication technology, initiative was also rejected. The RP congress has refused to increase spending on technology and IT initiatives in the past.  The president Arroyo has voiced dissention with this policy.  She has requested an e-government platform and assigned the funds necessary to create it (17).  

Thailand

Evaluation of just one country is not sufficient when making large scale decisions. Thailand, located just west of the Philippines provides different offshore opportunities and risks. As mentioned earlier in the report, the culture of Thailand is very different from that of India or the Philippines. Country specific data on Thailand provides IT managers with the necessary information for an informed decision before going offshore.

Thailand is located in Southeast Asia.  It borders the Andaman Sea and the Gulf of Thailand.  It is located northwest of Vietnam.  Thailand is the only land route from Asia to Malaysia and Singapore.  Thailand, formally know as Siam until 1939, is the only Southeastern Asian country to not be taken over by European power.  In 1932, a revolution led to a constitutional monarchy, which it still in effect in Thailand today. During World War II, to create an alliance with Japan, Thailand became a US ally. Currently, Thailand is home to over 65 million people and the capital city is Bangkok (32).

The majority of the cultural beliefs of the Thai surround the Buddhist religion.  Nearly 95% of the population is Buddhist.  The Buddhist religious include being mindful and aware of one’s thoughts and actions.  They believe in developing wisdom and understanding in increase the “quality of life.”  Of the population, 75% are Thai, 14% are Chinese, and the remaining 11% are of many other ethnic groups (32).

Thai is the primary language of the country.  English is spoken as a secondary language of the elite.  In addition, there are several ethnic and regional dialects of Thai throughout the country (32).

The literacy rate is 92.6% of the population. Most individuals can read and write from age 15 and over (32).

Thailand welcomes foreign investment and has a free-enterprise economy.  In addition, there are well developed infrastructures.  In 2003, increased consumption and investment spending lead to a GDP growth of 6.9%.  Thailand continued on this track in 2004, with a GDP growth of 6.1%.  The GDP in 2004 was $524.8 billon. Bangkok has pursued trade agreement with variety of foreign partners to continue this growth

Thailand’s government is ruled by Kin Phumipon under a constitutional monarchy.  Their government is based on a civil law system, with influences of common laws.  They have no elections, which is common under a constitutional monarchy.  The monarch is hereditary and the prime minister is designated by the members of their House of Representatives (32).

Thailand’s Government Focuses on IT Education

Future decision makers will be pleased to know that the government in Thailand has taken a lead role in the development of IT.  They have implemented websites, and pushed to increase Internet access for schoolchildren.  In March of 2002, the government developed a plan to promote information technology.  There were five layers to this plan: e-government, e-commerce, e-industry, e-education, and e-society.  They named this plan IT 2010 (4).  Some of the leading developments include development of their e-education and e-government initiatives.

As part of the government’s e-education initiative, SchoolNet was implemented in 1995. This program allowed students of Thailand free access to the Internet.  In the beginning, it was a very small network that was only available to schools in Bangkok. In 1996, Golden Jubilee Network, another nationwide network, gave everyone access to a large bulletin board system.  In 1998, SchoolNet and Golden Jubilee Network merged in order to create a nationwide system.  Within this system, schoolchildren had access to an electronic library. By the end 1998, the entire nation’s schools had access to the network and it was officially the first free-network for education in the Southeast Asian region (31).

In addition to SchoolNet, the Information and Communications Technology, Science and Technology, and Education ministries developed a proposal to give free laptops to schoolchildren.   The One Laptop per Student plan would supply each child with a low-cost display screen and only necessary hardware and software.  Included in the package, will be Wi-Fi and cell-phone-enabled connected with a USB port.  But, the memory will not support large amounts of data.  Thai government officials are hoping to have a prototype by the end of 2005 and launch the initiative nationwide in 2006.

Software Park helps to overshadow lack of skilled labor.

Thailand produces only 5,000 IT specialists yearly. This shortage of skilled labor has hurt Thailand’s chance to contend as an IT power.  “Nearly a quarter of firms report that they are not operating at full capacity due to a skill shortage” (35). A reason for the skill shortage is Thailand is producing a lower number of secondary education graduates in comparison to countries at similar levels of income and development.  Also the quality of the secondary school graduates produced is lower than those of its middle-income neighbors (35).  In the same survey, 45 percent of the firms surveyed rated IT skills of their production workers as ‘very poor’ (35).

Fortunately for Thailand’s businesses, a business park open in Bangkok in 2001. Software Park Thailand employs over 40,000 and work actively with over 300 businesses. This development is part of Thailand’s e-government initiative from IT 2010.  Software Park Thailand is a government developed agency made available by the National Science and Technology Development Agency. Some of the partners of the park include Intel Thailand, IBM Thailand, Sun Education Systems, Oracle Systems Thailand, and Microsoft Thailand.  In addition, Bill Gates, Microsoft Chairman visited Thailand in June 2005 to sign off on there deal with the key government ministries to continue IT growth. (21)

Privatization helps Thailand E-commerce.

In 2001, there were 3.5 million Internet users in Thailand.  Of the 3.5 million users, 16% resided in Bangkok, the nation’s capital.  In 2002, there were 18 commercial ISPs in Thailand.  The major ISPs were looking to increase revenue through online shopping malls, application services, e-commerce solutions, and data centers. 

There are many issues aiding to the slow progress of Thailand’s e-commerce.  The main problem was the monopolistic nature of their main provider, Communication Authority of Thailand (CAT). Price gauging, poor quality and unresponsiveness have been large issues for Thailand. For instance, the CAT leased-line rates were six times higher than Hong Kong, and more than twice as high as those in the Philippines in 2001.  In 2004, both CAT and Telephone Organization of Thailand (TOT), were privatized and are planned to begin selling shares in late 2005.  In addition, Thailand formed the National Telecommunications Commission (NTC), an independent regulator, in 2004 (2b).
The changes have reduced the high prices of lease-lines so that Thailand can begin to branch out in the e-commerce world.  Hopefully, the privatization and the introduction of the NTC will continue to break down the CAT hold of these resources (2b).
Lost Password Causing Trouble for E-merchants

Another government supported effort to increase Thai e-commerce was the launch of thaiecommerce.net. Thaiecommerce.net is “a government website that allows pre-screened companies to see their products online at no cost” (23).  The site had limited success.  One of the experiences was illustrated by a motorcycle helmet company that had been listed on the site.  In 1998, a medium-sized motorcycle helmet company joined thaiecommerce.net.  A year later, an American was trying to buy a helmet from the site but the order was never filed.  After a year, the angry customer contacted the government’s technical adviser to find out the problem.  When the government’s technical advisor contacted the vendor, the vendor admitted that they had forgotten their password and were no longer able to access the site. This example alone shows the lack of success through this particular government initiative (23).

Tales of Two Countries – and an Evaluation
The Philippines and Thailand, both located in Southeast Asia, provide different avenues for offshore outsourcing.  The two countries are on differing ends of the learning curve and provide different levels of outsourcing experience. The Philippines established their role in offshore outsourcing early, but primarily as a back-up site to India and as a provider of specific niche products.  Thailand is using business parks, increase of educational resources, and e-commerce to drive technology forward in their country.

Educational iniatives will set these countries apart in the future.  The Philippines produces strong IT graduates fluent in English and ready for IT work.  They lack project manager skills, but are currently addressing this with needed training.  Conversely, Thailand lacks adequate IT graduates, but has set forth a long-term educational initiated to develop IT literacy in their citizens.  Schoolnet is an example of educational planning.

The area of e-commerce sets apart these two countries.  Thailand is leaps and bounds ahead of the Philippines in e-commerce development.  The Philippines averaged around $2 million a year in e-commerce revenue versus Thailand’s $31 million in revenue and development of e-commerce sites, however unrefined the site may be.

The Philippines has set itself out as a back-up site for India.  Marketing to companies already abroad, assuring a safety net against the risks of doing business in India, the Philippines has created a niche market for their country.  Filipino leaders have also encouraged IT service industries to develop niche markets such as software development and specific project management. They are attempting to build superiority in certain fields to obtain all outsourcing work in those areas.  Thailand attempts at creating a software park has been a recent development and the lack of skilled labor has held up efforts to expansion. The Philippines have not cornered this market as of yet. 

Thailand has economic uncertainty that does not exist in the Philippines.  Inflation has been a problem in Thailand, while the new president Arroyo has kept the Filipino economy in check.

The Specific Risks
Similar risks exist for offshore outsourcing to any location, specifically to the Southeast Asia region.  Before deciding to transfer business processes or software development to another region of the world, managers must research risks and understand the possibility that risks will disrupt their business operations.

Tsunamis, drugs, and terrorism are just some of the risks that could affect business in the Philippines and Thailand.  Both countries are in the Typhoon belt and expect to be hit by multiple storms each season.  Tsunamis, similar to the one December 2004 also threaten coastal areas (2).  

Civil unrest, rebellions, and terrorism threaten the region as well.  Both countries have been identified as homes to terrorist cells.  Muslim separatists also threaten the safety, as militant groups disrupt life and business in the southern islands of the Philippines and Thailand’s southern providences (32).  

Why Move Outsourcing Activities to these Countries?
After reviewing all of the risks involved with Thailand and the Philippines one may surmise that offshore outsourcing to Southeast Asia is costly, risky, and unwise.  But many benefits do exist.  The Philippines and Thailand offer cost savings, tax breaks, and niche specialties.  

In addition to the above mentioned benefits, companies find that the Philippine’s English proficiencies add to the communication ability of their project teams.  The western influence of the U.S. aids in cultural understanding (22).

In both the Philippines and Thailand, the time difference can serve as a benefit.  The differing time zones allow for continuous work on projects as day in the U.S. is night in Southeast Asia.  This has been presented as a risk to communication, but if controlled properly increases productivity (27).

Utilizing business parks and tax holidays, U.S. businesses can maximize their cost savings in developing countries.  In the Philippines, these tax holidays offer up to six years of tax free business and often times allow for faster processing of business documents and legal papers. 

Companies in the Philippines and Thailand that follow government advice and offer niche specialties offer further benefits to their clients.  Advancing knowledge and expertise with cost savings provide a solid offshore package for IT clients (15). 

Directives for the IT Manager

So now what do you do with all of this information?  How do you decide to offshore outsourcing, and then where do you go?  Before deciding on a location, managers must evaluate infrastructure, research IT service providers and tax breaks, assess benefits versus risks, research niche products, and consider back-up options.

Decision makers must evaluate country data, examine telecommunication systems, and availability of fiber optic cables.  A key indicator of adequate communications is the deregulation of government owed utilities (11).  

Population, education, and availability of skilled labor must be adequate for project requirements.  Information can be referenced from the CIA or other trusted government sources.

IT service providers must be carefully researched.  References and site visits are necessary to validate claims.  Niche specialties should be verified (16).  

Countries offering special tax breaks and business parks should be considered.  These benefits can add significant value to overall cost savings, the goal of most offshore outsourcing.

Benefits and Risks should be carefully assessed.  Risks involved can be referenced from the list on the Global Outsourcing Report, as well as a focus on cultural concerns.  Managers should review statistics on regional risks as well as cultural compatibility with the country and organization.

And, as the Philippines suggests, consider back-up options.  Offshore outsourcing is risky.  Natural disasters, terrorism, and security issues could disable business ventures.  Another facility or location should be able to maintain the outsourced functions. Finally, research all options and their cost. 

Once all these determinations are made, visit the sites, meet the people and negotiate a deal.  Taking a risk and working with a developing nation could end with great results, if you do your homework!
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Power Distance (PD, PDI)

ensions of Culture

The extent to which members of a society expect and accept
inequalities in power distribution. Higher score signifies greater
inequality.

Individualism vs. Collectivism
(IDV)

The measure of a society’s emphasis on individual rights, freedoms,
and achievements vs. the greater good of the society as a collective.
Higher score signifies greater tendency towards individualism.

(MAS)

The degree to which a society emphasizes the distinction between
traditional gender roles. Higher scores mean greater distinction,
lower scores signify blurring of traditional roles.

Uncertainty Avoidance (UA,
UAI)

The extent to which members of a society tolerate uncertainty and
ambiguity. Higher scores signify lower tolerance.

Long vs. Short-term
Orientation (LTO)

ak.a. Confucian Dynamism, LTO benchmarks a society’s attitude
towards time, patience, and emphasis on tradition vs. demand for
immediate results. Higher scores mean a greater degree of patience.
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Appendix D Thailand
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Appendix E

India and Philippines Comparison

      India and Thailand Comparison
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