Minevich Richter Hoque

SIK BILLIO
MINDS

Managing Outsourcing
in the Global Knowledge Economy

"Lorem ipsum usqgue tandem Catilinae
abudere patientae nostram.
Lorem ipsum usgue tandem abudere
patientae nostram, forem,
ipsum usque tandem Catilinae a

budere patientae nostram.”

- Dr. John Smith, Title To Appear Here

Institute



Contents

Acknowledgments

Authors and Contributors
Preface: Sustainable Innovation

Introduction: Globalize or Die?

The Changing Face of Globalization

11
1.2
13

How Governments Shape Global Sourcing - Bruno Lanvin
Will Globalization Bring Stability? - David Hee-Don Lee

U.S. Leadership Complacency - Umesh Ramakrishnan

National Competitiveness

21
22
23
24

Nearshoring, Homeshoring, and other Emerging Trends - Anupam Govil
China as an Offshore Destination - Janet Pau and Augustine Chin
Sustainable Relationships in Global Ventures - Stefan Inzelstein

Mid-Market Companies Confront Globalization - Ram lyer and Lee Swindall

J

The Business Model of the Future

3.1
32
33
34
35
36
3.7
3.8

Managing Outsourcing the Right Way- Faisal Hoque

Coping with Complexity - Phyllis Michaelides

Unraveling the DNA of the Global Leader - Marjan Boleijmer
Outsourcing: Not Just for the Big Guys - Eugene Goland

A Framework for Offshoring - Antonius “Ton” Heijmen

Selecting Sourcing Destinations - Atefeh Riazi

Outsourcing and the Open Source Software Model - Randy Terbush
Disaggregated Corporations - V.N.“Tiger”Tyagarajan




PART 4

Into the Future

4.1 Is McWorld in the Wings? - Huib Wursten
4.2 Managing the Qutsourcing Future - Michael Jackson
4.3 The Convergence of Business and Technology - Faisal Hoque

4.4 Agenda for the Future - Mark Minevich and Frank-Jiirgen Richter

Global Qutsourcing Ratings

Profiles: About The Authors
Index




List of Expert Voices

Unexpected Digital Surprises - Vinton G. Cerf

PART 1

The Economic Impact - Jagdish Bhagwati

The Theory of “Flatness” Confronted - Shashi Tharoor
Why Globalization Works - Martin Wolf

The Globalization of Foreign Policy - Hubertus Hoffmann

PART 2

The Asian Impact on Globalization - Jannie Tay
High-Tech Companies in India - Ramalinga Raju
The Nordic Evolution - Osvald Bjelland

PART 3

U.S. Homeshoring - Harald Ludwig

Here Come the Incubators - Rustam Lalkaka

The Global vs. Classical Manager - Valerie Orsoni-Vauthey
Outsourcing and Automation - Alan Ganek

Media’s Appetite for Innovation - John Furth

The CIO Perspective - Robert Carter

The Strategic CIO0 - Mitchel Lenson

PART 4
Polling the World - Jim Clifton
The Global Mindset - Soumitra Dutta

Forces of Integration and Disintegration - Charles William Maynes




INTRODUCTION

Managing in the Global Economy

ust a few years ago, the press warned multination-

als to innovate or die. Today, their headlines
have a different spin—globalize or die. The world may be flat but
it’s not deep. Flat is surface. The human experience is more. Are
we outsourcing the personal human scale experience for the sake
of multinational corporations’ expansion? Whether the world has
flattened or continues to create centers of excellence, it is quite
clear that countries, developed or developing, must become com-
petitive in tapping into the world’s six billion minds if they want
to be a part of the Knowledge Economy.

Globalization is leaving a lasting impression. While not per-
fect, globalization has been extremely successful. It has created
millions of jobs, raised millions out of poverty and improved the
quality of life in countries that once were considered incapable of
contributing to the world economy.

Indeed, the benefits of globalization and global outsourcing
are far reaching. With shared interests in building robust mar-
kets, generating greater profits for all and building stronger rela-
tionships, East and West are more interdependent upon one
another than ever before.

While the United States continues to hold its position of
power in the world, booming economies in China, India, Russia
and Brazil are very real. A threat? No one is using that language.
Not yet. But it is clear that America and Europe, which tradi-
tionally set the standards for business, could be in a position to
lose that coveted world status symbol—power.
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The relative importance of the emerging economies as an
engine of new demand growth and spending power may shift more
dramatically and quickly than expected. Emerging economies
have enhanced the world’s infrastructure to deliver services in
any geography based on a concept of real value-based virtual
organizations. Capital flows might move further in favor of emerg-
ing economies prompting major currency realignments. As today’s
advanced economies become a shrinking part of the world econ-
omy, the accompanying shifts in spending could provide signifi-
cant opportunities for global companies.

Outsourcing—a product of globalization—has become a super-
charged issue thanks to fears of job loss. But as New York Times for-
eign affairs columnist Thomas Friedman points out, people need
to be aware of the consequences of a flat world. There is no such
thing as an American job. And we have to get over that. As we all
know, the human experience is constantly repeated throughout
time. America is going through dramatic change. We are export-
ing much of our manufacturing, design, engineering and innova-
tion, which further decreases the costs of goods we import.
Friedman says, “When the world is flat, you can innovate without
having to emigrate.” What Friedman means by “flat” is connected.
In other words, the lowering of trade and political barriers along
with the exponential technical advances of the digital revolution
has made it possible to do business, or almost anything else,
instantaneously with billions of other people across the planet.
Friedman states, “It is now possible for more people than ever to
collaborate and compete in real time with more people on more
different kinds of work from more different corners of the planet
and on a more equal footing than at any previous time in the his-
tory of the world.”

Despite the concerns in the United States that outsourcing is
taking away jobs from Americans, the reality is it’s not the abyss
it’s made out to be at the water cooler. In fact, a study released
November 2005, The Impact of Offshore Software and IT Services
Outsourcing on the US Economy and the I'T Industry, conducted by
Global Insight, an economic analysis forecasting and financial
information company, found that “world-wide sourcing of com-
puter software and services continues to increase the number of
U.S. jobs, improve real wages for American workers, and has
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many other economic benefits as a result of pushing the U.S.
economy to perform at higher levels” Outsourcing IT services
generated an additional 257,043 net new jobs in the United States
during 2005. It is expected that 337,625 net new jobs will be cre-
ated by 2010, according to the study. The U.S. GDP increased
$68.7 billion in 2005 and is expected to reach $147.4 billion by
2010, the study reported.

It used to be that information was power. Not anymore.
Information is becoming a commodity. The real power in a glob-
alized world is knowledge. It turns out that good deal of creative
work—software development, accounting, legal work, engineer-
ing—can be outsourced to India or China. The solution to
becoming powerful is to focus on innovation and to design new
core corporate competencies.

America may be at risk of losing its distinctive innovation as a
result of “irresponsible optimism” during the so-called boom years.
Perhaps Americans are too easily drawn to their dreams to be
responsible all the time. A gradual decline in American innova-
tion and its inventive spirit could affect our global leadership.
The erosion did not begin with the widespread introduction of the
Internet—it began when U.S. corporations outsourced manufac-
turing. Today, many U.S. companies are little more than a brand
name selling goods made in Asia. Many computer, electrical and
electronics engineers—most of whom were well paid just a few
years ago—now cannot find work. Some would say that a country
that does not manufacture doesn’t need as many engineers,
because much of the work is being outsourced. And yet, through
this erosion, it is not a stretch to say America may be transforming
into a third world economy. Falling pay and rising prices of foreign
goods will squeeze U.S. living standards faster than most
Americans may realize.

For more than half a century, the United States has led the
world in scientific discovery and innovation. It has been a beacon,
drawing the best scientists to its educational institutions, indus-
tries and laboratories from around the globe. However, in today’s
rapidly evolving competitive world, the United States can no
longer take its supremacy for granted. Nations from Eastern
Europe to Eastern Asia are on a fast track to pass the United
States in scientific excellence and technological innovation. We
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must create products and services that satisfy needs consumers
don’t even know they have yet. Mastering new innovation is the
key to the corporate success, if not survival. Smart companies
now have a senior level executive charged with driving innova-
tion or sparking creativity.

Another major change is that we now live a virtual world.
When it comes to work, geography does not matter anymore.
Even in small companies, a growing number of people now oper-
ate in teams spread across the world. They use the latest hardware,
laptops, e-mail addresses, mobile phones and intranet access to
collaborate and share information. It is irrelevant whether you
are in Wayne, N.]., Geneva, Switzerland, or Tel Aviv, Israel.
Globalization makes it possible for workers to collaborate with
their team members around the world. The result is a 24-hour
endless day. And while we are much closer to each other now, the
need for a global community never goes away.

The Knowledge Economy is upon us. More than 60 percent of
U.S. workers are in a knowledge business, but we still live in the
data world. In most companies knowledge-sharing rarely occurs.
Only in 25 percent of companies is knowledge reused. Ten percent
of companies have access to lessons learned and best practices.
And every year, companies waste more than $12 billion by dupli-
cating work.

Those numbers make clear that many companies haven’t
learned to manage business and technology together, to design
business models and processes and their enabling technology at
the same time so that they can see — and not just guess — where
in the world they must go to acquire the knowledge and resources
they need.

Today China graduates four times more engineers and com-
puter scientists than the United States. America is facing serious
problems with both its education system and its immigration laws,
and it wonders how to attract more students to science, improve
education and open its borders. It is vital that tomorrow’s leaders
have a multi-disciplinary education — training in both business
and technology with a global perspective — so that we can elim-
inate the disconnect that exists in too many organizations today.
The future is leaders who understand how business and technol-
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ogy have converged and who know to manage both in a global,
knowledge economy.

Today, more than 70 percent of the products we buy in Wal-
Mart are made in China, but still there is no equal distribution of
wealth. The United States, with six percent of the population, has
50 percent of the wealth. Meanwhile, 47 percent of Chinese and
86 percent of Indians make less than $2 per day. How does this
impact the growth of the global economy and how will this
change? It always has been a global economy. Many wars have
stemmed from trade disagreements.

A large proportion of college students in the United States
today have the mistaken view that the degree is more important
than the education it is supposed to represent; so they look for the
easiest possible route to a degree. What they don’t know is that
there are students in India, China and elsewhere who are out-
studying them, out-learning them, and in a few years will be out-
competing them in the global job market. The K-12 school system
also is falling behind in the United States. These things must
change if the United States is to retain its envied position as the
country with the highest standard of living in the world. We can
no longer take for granted that the United States will continue to
be No. 1. We have to work hard to keep it that way.

Yet, the current world is seeing some incredible success stories
in global outsourcing due to the selection of quality vendors, the
degree of trust and openness, acceptance of virtual organizations,
collaborative teamwork, and a values-driven success and motiva-
tion. QOutsourcing is set to dramatically lower cost and increase
profitability for American businesses.

Three-quarters of U.S. companies outsourced some—or all—of
their information technology activities in 2004 and that percent-
age is likely to increase in the coming years. While a smaller per-
centage of companies are outsourcing those activities offshore (32
percent), half of that 32 percent have cut full-time jobs as a result.
But companies need to be able to assess the risks and benefits of
each country they’re considering as an outsourcing destination.

By 2005 standards, India is the most competitive and popular
technology outsourcing destination in the world. However, by
2015, China will surpass the Indians to become the locomotive for
growth as it did in manufacturing—only this time it will be in
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[T—related services—boosting world economic output and pro-
ductivity. The world economy will certainly benefit from China’s
lead function, but what will happen with all those workers, IT-
engineers, and managers losing their jobs in the United States
and in Europe? Places like Singapore and Israel will continue to
specialize in research and development (R&D) outsourcing.
Russia eventually will evolve as a major R&D outsourcing giant.
The political and economic dimension is still not entirely clear, as
policy makers around the world have not thoroughly thought
through that maze. But one thing is obvious—we are witnessing a
sea change of what the future division of labor will look like. The
old working class in the West is disappearing as developed nations
provide capital and opportunities for the developing nations of the
East. And the former underdogs may have a sustainable solution as
more of their people have access to higher education.

Globalization is the reality. Global outsourcing is fast becoming
one of the greatest organizational and industrial shifts in modern
history. Instead of debating its merits, we could better spend our
time learning how to thrive in it, rather than letting ourselves get
trampled by it. That is the intent of this book. We believe that
Global Outsourcing = Knowledge Economy. Global outsourcing
allows companies to break complex tasks into many small parts,
outsource each part to whoever can do it most efficiently, and
then combine all of the completed parts into the final product.

This book tackles the subject with great insights and blunt
realities from the business leaders pioneering and setting the pace
of global outsourcing as the next generation of the Knowledge
Economy. Our book centers on the Knowledge Economy in which
human intelligence, creativity and insight are the key resources.
Innovation. Intellectual capital. Creativity. Culture. Foreign pol-
icy. International governance. Technology. Social responsibility.
All these topics are examined throughout this text to make it eas-
ier for newcomers to make their way through the nuances and
complexities of this trend.

It is our objective throughout this book to offer examples of
new collaborations that are emerging in global outsourcing—each
of which has its own expertise or strength—to form unique solu-
tions that serve global customers and individual needs more effec-
tively than ever before.
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We have covered the open-sourcing movement, which is
opening new ways for grass-roots voluntary collaboration among
programmers that humbled giants like Microsoft and IBM. We are
spotting new business models and trends like homeshoring and
multisourcing. We have uncovered this new way for America to
lead the knowledge economy. Homeshoring is a way to revive
United States and Western economies.

Homesourcing and rural outsourcing are catching up in the
U.S. to complement, if not compete, and slow, if not stem, the
politically volatile outsourcing and offshoring tide. The propo-
nents predict that many advantages—infrastructural expenses of
offices and related amenities, lower travel costs, fewer cultural
and management differences, higher employee retention rates and
minimal overhead costs—will be competitive alternatives to off
shoring.

Gartner predicts that 10 percent of all U.S. call center activity
may develop some home shoring component. Many homeshoring
aficionados feel that software development and support work in
low-wage U.S. areas, like Arkansas or rural North Carolina, can
compete with Asian destinations. DC, a market intelligence com-
pany, estimated that in 2004 there were more than 100,000 home
shoring jobs in the U.S.

Rural Sourcing, a North Carolina-based IT services company,
claims to provide information technology services at 30 to 50 per-
cent below most U.S. consulting firms by tapping into the increas-
ing number of IT professionals in rural America, where overhead
and wages are lower than in metropolitan areas. The company
claims 20 clients, including Mattel and Cardinal Health, and
averages $1 million in revenue and 50 full-time employees at five
IT centers in Arkansas, North Carolina and Missouri. The com-
pany is charging $35 to $50 per hour for IT expertise, which may
cost around $100 in New York City. While the cost is no match
for outsourcing rates in India, the company propagates that their
clients benefit from local accents and similar time zones.

The home shoring movement is aimed at moving call center
jobs or jobs requiring basic IT skills to home-based U.S. workers
and software programming jobs to low-cost U.S. metros or rural
areas instead of to India, China, Brazil, Taiwan or other countries.
Homesourcing is taking off, and teams of home-based profession-
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als can be trained to replace outsourcing as the preferred approach
by enterprises looking to deliver quality work at lower cost.

We did not write this work as a textbook or academic treatise.
From the outset, we believed that the book should have as much
relevance for managers and consultants in practice as students
and professors in the classroom. So we set out to write an easily
accessible explanation of the fascinating field of outsourcing and
globalization. Our intention was not to be encyclopedic or to
present a universal solution to the challenges of globalization.
Rather, our intention was to identify the most universal success
factors to advance corporate globalization to ensure corporate survival.



