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outsourcing

› Many services activities can be outsourced
–IT
–Call Centres
–BPO (Business Process Outsourcing)
–Back offices in banks, insurance
–R&D
–…

› Some of them can be offshored

› Cf: International Sourcing/ Moving Business functions abroad (statistics Denmark, 

Finland, Netherlands,Norway, Sweden )

Presenter�
Presentation Notes�
For this session, we have tried, In France, with my colleque Hugues, to understand how the IT companies deal with the pricing issue pricing when they are engaged in an outsourcing process. And more when they are engaged in an offshoring process, which is nothing but an extreme situation in case of outsourcing.
 
�
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IT outsourcing

› Different organisation models:
› Direct offshore

› Direct offshore with intermediary

› Transparent offshore services

› Creation of affiliates

› Offshore services with front-office in the customer country

customer Offshore service

customer

customer

customer

customer

Offshore serviceIT company

IT company Internal offshore resources

Internal offshore affiliate

Internal offshore resourcesoffshore IT Company

Pure players

Presenter�
Presentation Notes�
If we consider that we want to calculate a SPPI for IT activities, we face many different situations:
In case 1: the customer (bank, car constructor, plane constructor) deals directly with an IT company in a foreign country: therieis no IT production in the country, what we need is an Import SPPI, and this is it out of our purpose here. It is really an issue for NA, Vera spoke about that previously.

The cases 2 and 3  are in the scope of our subject: the customer purchases services to local IT companies: there is a local output. So we should be able to integer this company in a local SPPI. The relationship between this iT company and the foreign company is another problem: affiliate or not affiliate: 
This should affect the measurment of turnover, but not the measurment of prices.  For example, for CapGemini, India is the first country for the number of emploées.

The case 4 is quite the same that case 1 : no IT activity in the country, no impact on SPPI, only on Import Index
And the case 5 is imprecise: IT activity is made abroad, but there is an office in the country which try to reach, and win new contracts for its company. It’s depend of who sells the services: the french company or the foreign company..

So we have focused specially on cases 2 and 3 , which are the real scope of a SPPI for IT activities

 �
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What we have learned from MNE…

› 2 main categories of IT offshored services

› AMS : Application Management Services
› IMS :   Infrastructure Management Services

Presenter�
Presentation Notes�
First of all, those companies don’t use our classification.   No 62.01, 62.02, 62.03, and they use particular vocabulary. Sometimes , even, the vocabulary changes from a company to  another and have their own language:

Usually they speak about AMS and IMS. AMS for « application management services » and IMS for « infrastructure management services »�
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What we have learned from MNE…

› AMS 
–Programming
–Writing
–Application maintenance

‐the « build »
‐the « run »
‐

› AMS needs « people »

Presenter�
Presentation Notes�
AMS requires people, skills, 
It is an intellectual work. In the new classification, it looks like 62.01 and 62.02: IT consultancy, devlopment, programming, maintenance.�
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What we have learned from MNE…

› IMS 
–IT System
–Technical maintenance
–Machines
–Servers
–Network
–Workstations 
–Helpdesks
–But rarely datacenters (too strategic) !

› IMS needs telecommunications, networks, capacity

Presenter�
Presentation Notes�
IMS needs machines and networks.
It is very close to « facilities management » 62.03 in new classification�
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What we have learned from MNE…

› Long life to charge-out-rates !
› But
› definitions change with the time
› the only well-known indicator
› profiles not harmonized
› good only for AMS

Presenter�
Presentation Notes�
The « charge out rate » remains the  best well known indicator for the clients. 
Client Companies always refer to charge out rates, because they are supposed to be a good indicator. 

It could be a good indicator but only for AMS (applicat ion management services), not for IMS �
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What we have learned from MNE…

› For AMS the « blended charge-out-rate » ? 
› A new indicator often used in estimates

› But productivity?

Presenter�
Presentation Notes�
In some companies, they calculate a « blended charge out rate », because clients ask for such an indicator, wich looks like something simple, easy to understand.
 When the clients want to choose an IT company for some big contracts, it is easy to calculate it, but in the time, they are not very  useful, because actually they are not often recalculated.

And each time we use charge ot rates in our inexes, we should have in mind the productivity issue: one hour last year? But howlmany minutesat  this time? 
 �
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What we have learned from MNE…

› For IMS charge out rates are not appropriate
› We must looking for unit values
› Many theoretical examples are proposed:

‐Price per call ticket (by phone)
‐Price per user (laptop, desktop)
‐Price per corrective action
‐Price per backup unit
‐Price per gigabyte of managed storage
‐price per IMACD (install, move, add, change, delete)
‐price per Oracle data base

Presenter�
Presentation Notes�
The charge out rates are not appropriate in case of IMS. Even if the companies are able to calculate something which looks like C-O-R, companies recognize it is not a good solution.
For them, the better solution and the theoretical good solution would be to measure unit values. They are also able to  list some of them

In reality, it is often difficult to obtain such unit values prices. But this should be the right way.�
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What we have learned from MNE…

› Price units and quality changes…

› quality depends on SLA (service level 
agreement)

› (speed of correction, 
› speed of help …)

› The « function point »… not used

Presenter�
Presentation Notes�
The level of quality is generally defined by the SLA (service level agreement) which is a part of the contract: if you want  the helpdesk employee gives you a response in 2 minutes, it is cheaper than if you want a  response in 20 seconds.

The « function point » method was created by IBM (1970) to measure their  productivity and this method is sometimes used to measure  sizes of projects, to compare different methods, with different softwares … but it is really complicated and rarely used. �
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What we have learned from MNE…

› Prices are lower in some countries
› But wages are not the only cost in the price 
: distance, culture, risks…

Presenter�
Presentation Notes�
Someone told us: « The customers want low prices, but not necessarily offshore. They prefer nearshore which is more reassuring »
 for reasons of language, culture, communicatio, or management, some extra costs can arise: the level of wages is not  the only determining factor in the decision of offshoring.
And the cost savings cannot be reduced to the wage savings.

« each time the offshore country is far from the customers’s bases, complicated interfaces have to be put in place, raising the cost of the operation » �
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A solution?

› A price calculation approach with
–1 Front office / Back office
–2 Levels and differences in wages
–3 Pyramid of offshored functions

Presenter�
Presentation Notes�
A company gave us a proposal for a measure of price in case of offshoring. 
It consist in taking account of 3 parametres:
	the share between what is made in the front office (in the country) and what is made in the back office(in the foreign country)
	the differences of the wages betwenn the 2 countries. 
	the pyramid of offshored functions . Because every one knows that if the differences in wages  can be huge for the lowest qualifications, it’s different for the highest qualifications where the wages are quite the same in the different countries.

If that seems to be a good idea, the issue is to make that effective. And invent a metric system to obtain results.
�
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Market trends
› Low cost countries impact the prices
› After offshoring in a single country global sourcing 

round the world 
› We are at the beginning of offshoring
› IMS

– High productivity due to pooling, virtualization, 
consolidation

–Decline of infrastructure prices
–But wages are rising

› AMS
–Wages are rising

Presenter�
Presentation Notes�
After those visits we have learned:
	the customers want lower prices, and the IT offshore go to lowcost country to propose lower prices and to maintain their margin level.
	the low cost countries impact prices in France, and everywhere
	the customers want global sourcing, not only in one country: they work all day long
	we are at the beginning of offshoring: if 10% of IT activity is offshored now, the limit is probably very far,some people say there is no limit, even if some functions will always locally

	the productivity is getting better (new techniques of « virtualisation », « clouding », « pooling »)

	  he prices of outputs are getting down, even if the wages are getting up

	�
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Findings Strength / Weakness 
Opportunities/Threats

› Strength
–Maturity of most offshore countries
–Reduction of costs
–Capacity for gathering quickly big teams
–Flexibility
–IT support all day long 24h/24h 



Page 15

Voorburg Group- OSLO September 14-18th 2009 

Findings Strength / Weakness 
Opportunities/Threats

› Opportunities
–The company concentrates on its core activity
–It can obtain new markets in new countries
–Great reactivity
–Access to new technologies
–Obligation to formalize and optimize the processes 

http://images.google.fr/imgres?imgurl=http://www.depannelec.com/img/opportunites_image.jpg&imgrefurl=http://www.depannelec.com/opportunites.php&usg=__1WxYrZCKCD07hX-XvxOdL8-TA6k=&h=401&w=320&sz=48&hl=fr&start=1&tbnid=niRGMPpHYd9CjM:&tbnh=124&tbnw=99&prev=/images%3Fq%3Dopportunit%25C3%25A9s%26gbv%3D2%26hl%3Dfr
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Findings Strength / Weakness 
Opportunities/Threats

› Weakness
–English speaking countries
–Cultural differences to overcome
–Change in the working methods
–Bad image in the general public
–Constant increase of wages in offshore countries 
–Uneven quality of services
–Extra overheads

http://9d.img.v4.skyrock.net/9dc/vinzfenx/pics/52455144.jpg
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Findings Strength / Weakness 
Opportunities/Threats

› Threats
–Governmental pressure on offshoring companies
–Pressure from the employees
–Loss of certain skills 

http://images.google.fr/imgres?imgurl=http://www.futura-sciences.com/uploads/tx_oxcsfutura/images2/tornade_02.jpg&imgrefurl=http://jardinsdegaia.spaces.live.com/blog/cns!B5B42C514015F983!666.entry&usg=__09YiJsh6gV1Q5JozANBQRL09694=&h=390&w=520&sz=23&hl=fr&start=9&tbnid=71cHCCPn94Y9PM:&tbnh=98&tbnw=131&prev=/images%3Fq%3Dmenaces%26gbv%3D2%26ndsp%3D20%26hl%3Dfr%26sa%3DN
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Thank you


	Globalization and SPPI in the IT Industry:��after study visits to Multinational Companies��24th Voorburg Group��Oslo �september 14-18th  2009���Denis Gac�INSEE��
	outsourcing
	IT outsourcing
	What we have learned from MNE…
	What we have learned from MNE…
	What we have learned from MNE…
	What we have learned from MNE…
	What we have learned from MNE…
	What we have learned from MNE…
	What we have learned from MNE…
	What we have learned from MNE…
	A solution?
	Market trends
	Findings   			Strength / Weakness�				Opportunities/Threats
	Findings			Strength / Weakness�				Opportunities/Threats
	Findings			Strength / Weakness�				Opportunities/Threats
	Findings			Strength / Weakness�				Opportunities/Threats
	Thank you

