


What is Outsourcing?

“Process of contracting the 
company’s business process 
and operations to an external 
company. It is expected to be 
done with a better quality.”

To understand the concept of the outsourcing in the best way, it is very 
important that everyone is aware of its meaning and history. Outsourcing could 
be described as delegating the company’s day to day business processes and 
operations to an external company. Usually, it is done to achieve better quality 
at lower costs. Though, it has become highly popular with the boom of the BPO 
(Business Processes Outsourcing) and the development of the IT Sector in the 
early 00’s, outsourcing is definitely not new and not discovered in the last twenty 
years (more or less).

It goes back to the Romans who are known to have outsourced their tax collection. 
Then, in the 18th century in England, it regained popularity with the industrial 
revolution. In 1970’s the big manufacturing companies started to underperform. 
That continued in the 80’s when a change of direction in the business strategy was 
witnessed – the companies started focusing on fewer, but core business activities.

Offshoring as we know it today started with Y2K mainly with Indian companies. 
Many companies were in a search of new ways to organize work and processes to 
improve the cost, the performance, the quality and the speed.

With the rapid development of the IT sector in the 90’s, offshoring has become a 
very controversial part of the outsourcing revolution. Deals worth over a billion 
euros actually produced lower than the expected results. In the early 00’s whether 
or not to outsource became very debatable between practitioners and academics. 
Do not forget that almost anything can be outsourced. It does not happen in fact 
due to security risks – imagine if NATO outsources the development of its software 
and there is a risk? So, the debate still goes on and outsourcing still gains even 
more popularity. We see new trends that are also to change the face of the well-
known outsourcing model.
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the face of typical outsourcing has Changed

In the fast-paced world, where every part is somehow 
connected to IT we are witnessing that for the last 
decade, the face of typical outsourcing has changed. 
More and more companies are now inclined to invest 
in nearshoring, in the geographically closer countries 
of Eastern Europe than in India the preferred and 
dominant partner in the past. The reasons for out-
sourcing in Eastern Europe are quite many, one of the 
most commonly mentioned is the lack of the “Yes, sir” 
culture. But as there are many benefi ts of outsourcing in 
Eastern Europe, there are also many risks of doing so, 
some of them connected to the security and the loss of 
management on behalf of the client. Are there reason-
able constraints to stop nearshoring or are the benefi ts 
more than initially imagined? Is Eastern Europe the 
next India for outsourcing and why is it better than 
any other location? These questions and a lot more will 
be arising in the next few years due to the fact that the 
well-developed countries do lack the resources needed 
to fulfi ll their needs.

So, it’s quite important that clear defi nitions are made 
for the mostly commonly met terms in the outsourcing 
industry – off shoring, onshoring and nearshoring.

Off shoring – quite popular in the past: outsourcing 
business processes from outside the home country to 
a third party or company that is set up as an off shore 
development center. This model is connected with 
risks due to language barriers, cultural diff erences and 
diff erent time zones. It is usually used because of the 
cheaper labour costs.
Onshoring: outsourcing business processes to any loca-
tion in the same country as the buyer. It involves less 
risks but does not allow for saving much. And still, you 
do lack the opportunity to choose from a wide range of 
IT professionals, you are being restricted by the coun-
try’s labour force which is not relevant for off shoring 
and nearshoring.

Nearshoring: outsourcing business processes to 
companies located in nearby countries. It is especially 
common for West European businesses who prefer the 
East European destinations. Nowadays, nearshoring 
is considered to be a good alternative to the off shoring 
and onshoring and is really gaining in great popularity.

the outsourcing market – facts & figures i
Typical sectors for Outsourcing:

1. Banks, Insurance and  Financial Sector – 35% of the   
 activities are being outsourced;
2. Telecommunication and Information Technology   
 (IT)* – 25%.
3. Manufacturing Industry – 15%.
4. Retail industry – 7%;
5. Transport and Sport – 5%;
6. Miscellaneous – 13%;

*Please, note that in 2013 the global software testing 
market was around 30 billion US dollars and is expect-
ed to grow to 50 billion US dollars till 2020.

why Companies Choose to outsource?
By outsourcing your day-to-day activities, you can achieve:

   Fast delivery of high control – trusted outsourcing   
 providers bring to customers deep industry and functional  
 experience, with supporting infrastructure and approaches,  
 enabling faster speed and higher quality.
  Team scalability – variety of outsourcing engagement   

 models empower the customer with exceptional fl exibility,  
 supporting their requirements to scale the team up or down  
 according to the always changing staff  demand.
  Access to global skills – tapping into the global talent pool  

 ensures a fl ow of fresh innovative ideas and insights for   
 business.
  Cost savings – lower cost geographies driven by highly   

 skilled employees are a good choice for reducing operating  
 expenses. Any business can benefi t from global services   
 today.
  Time effi  ciency – internal staff  can focus on the other 

 mission – critical business needs while, not being 
 concerned about routine tasks.
  Increased revenue – all in all, outsourcing helps companies

  worldwide to increase revenue and gain competitive 
 advantage of the above mentioned. 
 Fast delivery of high quality, Team Scalability, Access 

 to global skills, Cost savings, and Time effi  ciency.
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Of course, each company makes the decision to out-
source based on its objectives and due to diff erent rea-
sons. Sometimes, the factors that infl uence the decision
to outsource the most are just cost savings and noth-
ing more. Other times, it is the desire of the company 
to gain additional knowledge and make sure that the 
product it delivers is of great quality. Also it may be due 
to lack of internal resources etc.

risks associated with outsourcing

Whatever the reasons to outsource are, this is not a de-
cision to be made easily. When you outsource, you also 
share your confi dential information and your expertise 
with the vendor. Of course, the vendor will need some 
of this business critical information to complete the pro-
ject and, at least in the beginning, you might always be 
concerned if the vendor will use this critical informa-
tion for its purposes and handle it with good care. That 
means, a mutual trust must be built. There are some 
risks that are quite common and which every company 
considering outsourcing should be aware of:

1. Sensitive data exposure – to mitigate the risks of accidental
  or intended data exposure, companies sign a Non-Disclosure  
 Agreement (NDA) through which the parties agree not to  
 reveal confi dential information predefi ned in the document.
2. The hidden costs – the threat of hidden costs can be easily  
 prevented by a clear and transparent outsourcing contract.  
 Both parties should thoroughly cross-check the document  
 since it is a prerequisite for successful cooperation.
3. Management control loss – while selecting an outsourcing
  engagement model, companies decide whether to leave   
 management control of outsourced processes inhouse or   
 pass it to the vendor.

the outsourcing market – facts & figures ii
Things to Consider When you Outsource

Before making the decision to outsource or not, you 
must consider the obstacles that you might face. What 
quickly comes to mind is:

  Language and time zone diff erences. As close time zones   
 and good language skills defi nitely contribute to the   
 productivity and the communication, this obstacle should  
 be carefully considered.
  Do your homework and learn more about the outsourcing

  services provided by the vendor – just to be sure you   
 receive the best service.
  Check customers’ reviews and feedbacks.
  Check what the infrastructure of the vendor is and what   

 kind of devices the vendor possesses.
  Make sure the vendor is experienced in managing   

 outsourced projects if you have decided not to monitor 
 the process.

reasons why the east european Countries 
are outsourcing Preferred destinations

Often seen as bad, we also have to admit that the 
legacy of the Soviet Union has a plus – the educational 
system then and still now is focused on the engineer-
ing specialties. After all, the salaries are quite competi-
tive and there is a low cost of living, especially when 
not outsourcing to the capitals, compared to Western 
Europe. At the same time the work force is quite skilled 
and eager to prove itself as professionals. As a rule, a lot 
of attention in Eastern Europe is paid to learning Eng-
lish and other languages like French, German, Spanish, 
and Italian. There are very small diff erences in the time 
zone – may be one or two hour. And what is maybe the 
biggest advantage – companies in Eastern Europe really 
tend to engage with the business model of their client. 
These companies are seeking good references and 
defi nitely want to keep their clients and through them 
fi nd new ones. In Eastern Europe companies want to 
keep their reputation clean and they want the recom-
mendations from their clients to be always positive. As 
compared, India is pretty good when you need to have 
things done quickly, in a cost-eff ective manner – just 
like the factory model while, in Eastern Europe people 
are more proactive and prefer more experimental tasks. 

... outsourcing Will continue 
to gAin populArity” 
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Also, what we can see in India is a high employee turnover, lack of dedicated 
teams and what is a real pain for the managers – the “Yes, sir” culture where they 
agree with everything, no matter if it could be done, if it is possible to meet the 
deadlines or useless at all. Whereas, in Eastern Europe there is no such phenom-
ena and you can have the independent opinion of the vendor’s employees.

Do not forget that East European countries are nearshore providers and that is 
defi nitely a preferred model of outsourcing nowadays. And, for the countries in 
EU advantage is the VAT system that is pretty synchronized and the clear rules 
and regulations of EU that apply to all members.

main reasons that lead Your outsourced Projects to failure

The dark statistics show that 50% of the outsourced projects either fail outright or 
just fail to meet the expectations. 76% of the companies reported issues with the 
management eff ort on behalf of the vendor and hidden costs. 30% reported com-
munication problems within the vendor and 51% were unhappy with the perfor-
mance. All in all, the cost savings amount to 26% – only 26%.

On the other hand, there are many success stories and some of the most popular 
applications have been developed while being outsourced. Have you ever heard or 
somewhere read that Slack, Fab, Skype, Klout, Github, AppSumo and Branchout 
started as outsourced projects? To the list we can add the MYSQL, AlertBoot, 
SeatGeek and Squawker. Cannot forget to mention also JPay.com, Splunk, Opera 
and Pingar, as well as, Axeda, Solix, Cloudmunch, Gliff y, Net2Text and Proximate 
Global Inc., Mailburn and Mindspark. These are only 25 examples of the many 
successful outsourced projects.

It should be mentioned one more time that every company should be very careful 
when choosing the outsourcing vendor. If you are a start-up or a small company, it 
is not good for you to go to the corporations in the outsourcing. 

how to succeed in the outsourcing industry?

To succeed in the outsourcing industry, it is very important indeed to be always 
ahead with the trends and be ready to meet the changes and cope with the chal-
lenges you face every single day. What should you pay attention to in the next few 
years when it comes to outsourcing, especially in the IT fi eld?
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focused mainly on writing course 
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 Going vertical – what does this mean? That clients are expect-
 ing from their vendors to be able to complete tasks connected  
 with the vertical integration among infrastructure, applications  
 and operations.    

 This, done well, will ensure effi  ciency, accountability and align-
 ment between business strategies and enabling services as  
 stated by Anirban Dutta, Director of Global Strategic Business  
 Development at CSC.

 Looking for outcome – as new technologies come to use as cloud  
 computing, the service providers are enabled to off er more out- 
 come – based prices rather than simply equating more full-time  
 equivalents (FTEs) with more work.

 Putting procurement in play – the procurement organizations
  are expected to begin taking a more active role in purchasing  
 decisions, vendor selection and other activities.

 Shifting to managed services – the right application of this  
 model shows multiple benefi ts and the challenges are connected  
 with the setup complexity, volume uncertainty, impact on 
 diff erent IT functions and organizational change requirements.

 Beyond labour arbitrage – we are talking about steps to experi-
 ment with new models including risk-based partnerships and  
 industry-specifi c solutions.

 Looking at life of contract – considering techniques to ensure  
 competitive pricing over the life of the agreements.

 Asking for help with answers – except being responsible for
 effi  ciency and cost reduction, the vendors are often asked by  
 their clients to identify ineffi  ciencies within the client’s organi-
 zation’s internal environment.

 Redoing the contract – revising, negotiating always on the go.
 ITO (IT outsourcing) trumping the BPO – more and more. 

 Developing Best-of-breed strategies – variety of vendors based 
 on their expertise.

What is for sure – outsourcing, no matter controversial 
or not, will continue to gain popularity and the main focus 
will continue to shift giving the vendor the possibility not 
only to perform the day-to-day tasks but also provide the 
client with ideas for the business development. 
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