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Boom in India shows signs of
waning, says Andrew Cave

THE climate for global out-
sourcing to offshore locations
such as India has changed
dramatically in the past year,
with clear signs of increasing
dissatisfaction at companies
that have sent jobs and opera-
tions overseas.

A picture of growing num-
bers of companies prema-
turely terminating contracts
and struggling to obtain the
full potential from informa-
tion technology offshoring
deals is painted in a survey by
management consulting firm
DiamgondCluster.

The study, which polled 242
outsourcing providers and 210
buyers of their services, came
up with results that Diamond-
Cluster describes as “at times
frightful”.

It concludes: “Outsourcing
is an industry at a crossroads.
On the one hand, buyers say
they are feeling more com-
fortable that the basic value

proposition ~ quality service
at a lower cost - is attainable.

“On the other, the number
of buyers that have abnor-
mally terminated an out-
sourcing relationship in the
past 12 months has more than
doubled to 51pc today, versus
21pc ayear ago.”

However, there are also
signs that China is emerging
as a potential offshore loca-
tion for UK companies as the
boom in India shows signs of
waning.

Two fifths of the companies
polled said they expected to
set up outsourcing opera-
tions in China over the next
three to five years. Last year, a
similar survey found only 8pc
of outsourcing buyers were
anticipating moving there.

The latest study says vir-
tually all the buyers of out-
sourcing services it surveyed
had outsourced at least some
of their IT functions, com-
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pared with 80pc last year. The
proportion that expect their
use of IT outsourcing to con-
tinue increasing is also up,
from 64pc to 74pc, but there
is evidence that the trend has
peaked at some companies.
About 5pc of firms said they
were decreasing their use of
offshore outsourcing, with
7pc of the sample doing the
same with other outsourcing.
“These are the first declines
we've heard of,” cites the sur-
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vey. “No one told us that they
were planning to decrease
their_level 'of outsourcing in
previous years.”

The reason is that the off-
shoring boom has created
conditions that are difficult
to sustain.

The report explains: “The
explosion of offshore out-
sourcing has caused enor-
mous job growth in many
locations, particularly in
India. As a result, there is
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fierce competition for the best
resources.

“This has led to unexpect-
edly high employee turnover
rates, making it difficult for
many offshore outsourcing
firms to keep their staffing
commitments to their buy-
ers.”

It says some of the offshore
service providers are lack-
ing in quality. “Many firms
are learning about industry
and business processes ‘on
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the Yamuna River by the Taj Mahal in India, whose boom is waning while China is rowin in popularity among users of outsourcing

the job’. This leads to higher
costs, more missed deadlines
and overall lower client satjs-
faction.”

Offshore outsourcing sat-
isfaction rates among buyers
have “plummeted” to 64pc
from 79pc a year ago. '

The report provides justi-
fication for major companies
that have resisted the urge to
send operations offshore in
search of lower costs.

While banks and insurers
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including Barclays, Abbey
National, Aviva and Pruden-

_tial have embraced the trend,

others such as Royal Bank
of Scotland and HBOS have
argued that the cost advan-
tages are not as great as has
been mooted.

The report adds: ““The
focus is now shifting towards
more specialised services
such as data centre operations
and real-time production sup-
port.”




