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1. Executive Summary

Whitehorse Strategic Group Ltd have conducted a number of studies into
Outsourcing matters, and Whitehorse Directors lan Dennis and David Goble are
acknowledged Australian experts in this subject. Whitehorse were recently
commissioned by the Australian Computer Society (ACS) to undertake a a study of
Offshore ICT Outsourcing in Australia, we have also drawn upon another study
conducted for the Victorian State Government reviewing the cost and other
dynamics of “inshoring” or inwards ICT investment. This Report addresses both
current and projected national and international levels of outsourcing and offshoring
and the implications of these findings for the Australian economy, Australian ICT
workers, and the ICT industry.

1.1 Difficult report to write

Net statistics can mask personal A report of this nature is always difficult to write for the consultants. This is because

tragedy it is about significant employment change, and in many cases, job losses. From the
economic viewpoint, we consider ‘net’ job losses, rather than ‘gross’ losses. For the
individuals concerned, however, every job that is lost is a personal tragedy. The
economic netting effect, ie. that net employment change equals gross hiring less
gross terminations, also means that a reported 10% net change in jobs may actually
be 30% of the work-force facing restructure, change of ownership, or redundancy,
and this can serve to mask the reality of human tragedy.

1.2 The Main Task

Our main task, however, for this particular report, was to try to accurately quantify
and qualify the problem, rather than to address the social implications of this issue.
Accessing accurate information about outsourcing has been difficult. Outsourcing
promotion and reporting has been characterised by hype and overstatement.
Vendor's have often tended to overstate the value of the particular projects that they
win, and in most cases, quote ‘gross’ sale values over multiple years that
sometimes include assumptions concerning either escalation or inclusion of
contractual items.

These ‘gross’ sale values also often include the value of capital equipment and
other significant non-information technology components.

The reported employment implications of these projects tend to concentrate on the
overall job reductions made by the client, but often do not accurately indicate how
many of those jobs are retained by the vendor, or are replaced by the vendor
engaging new staff, or by extending the utilisation of existing staff.

1.3 International confusion

Market overhyped, overstated, We believe that the international position on outsourcing is confused, just as itis in
confusion often driven by ‘market Australia. Within the report, we have included an analysis of global forecasts
analysts' and press emanating from many of the major analysts drawn from not only the outsourcing

revenue predicted for the year concerned, but also the year in which the prediction
was made. From this it can be seen that analysts who are frequently quoted, and
whose predictions are used for many of the forward projections reported in
newspapers, have, within the space of one or two years, often completely revised
their original forecasts.

We can also see that the variation between the high and low predictions in any
particular year can be massive. Another accuracy concern is that, almost without
exception, analysts have tended to use potentially misleading straight-line CAGR
projections for future years.

1.4 “Headline driven” statistics

The impact of outsourcing and offshoring on net employment is often overstated by
the media, in which the gross displacement of employment is often reported as if it
were a net effect.

Whitehorse Strategic Group Ltd \ 6
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As an example of this, a recent headline in Australian Computerworld stated:
“Vodafone sheds 100 staff under outsourcing program”.

The detail, lower in the article, indicated that 107 staff had been impacted by the
outsource, but that 100 of them had been employed by one of the five outsourcing
vendors, a net reduction of 7 staff rather than the 100 indicated in the headline.

Another, reasonably common, headline format reports the total outsourcing
employment variation for the outsourced function as if all the employees concerned
were IT professionals, thus grossly overstating the IT professional employment
impact.

Yet another common headline structure reports the potential total value of an
outsourcing contract running over, in many cases, a decade or more, as if it were a
current expenditure change. The value quoted may also include the book value of
capital items, and may also include estimates of escalation, that are, in fact, merely
guesses at the resultant revenue.

1.5 Need for reality check

Accurately quantifying the Australian IT services spend, whether it is currently
outsourced or not, and then analysing the employment implications of both current
and potential levels of outsource, inshore or offshore, has allowed us to develop
some level of reality.

‘Real employment’ follows ‘real Our main sources have been ABS Labour force statistics, Tradedata figures on

market cycles’ imports and exports of IT services, IDC/WITSA international comparative data on IT
expenditure in Australia, Whitehorse Top 250 detailed company revenue and
employment data, and Whitehorse modelling, based on penetration densities and
per capita earnings.

We believe that this analysis shows a more logical and indicative assessment of
current positions, and has allowed us to develop a number of statistical scenarios.

Trends, as always in information technology, are hard to predict, but we consider
that, in general, CAGR (Compound Annual Growth Rate) is the worst method for
doing so, as it simply creates an accelerating straight line, and markets do not, as a
general rule, expand or contract in straight lines.

We believe that a more accurate forward assessment of outsourcing can be
made by presuming, firstly, that a flattening bell curve will occur. This will be
followed by a more gradual transition to a market plateau that will then tend to
mirror overall ICT industry growth or contraction. We will then see the plateau
gradually decline as technological change impacts this market, just as it has
with others in the past.

The Whitehorse defined “IT Market Cycle” shows exactly this shape, refer to Figure
1.
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Figure 1.

Whitehorse defined Typical IT Market Cycle
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Source: Whitehorse Strategic Group Ltd own analysis

1.6 Prediction

Outsourcing will nogrow at the Whitehorse consider that the Australian Outsourcing market growth will NOT

levels predicted continue at the high compound annual growth rates (CAGRs) predicted by
many industry analysts, and may even retract from existing levels over time.

Offshoring_wil grow for 2 years, We also consider that the offshoring component of Australian IT outsourcing

then level off WILL grow for the next two years, but will also then level off from predicted
CAGRs.

1.7 Economic effect

Outsourcing and offshoring have a distinct effect on employment, but they also
have an economic effect on the Australian economy. One of the significant
elements of economic effect is the economic "leakage” related to repatriated
profits, ie. that component of the ICT spend that is sent back to the international
parent of the outsourcing company as profit.

Our analysis indicates that the sum of repatriated profits has had, and is
continuing to have, a much higher economic effect on Australia’s trade balance
than has been the case for repatriated jobs — ie. Offshore outsourcing. This is
simply because the vast majority of outsourcing conducted within Australia is
performed by overseas owned companies

Figure 2 below shows the relative annual economic cost to Australia of each of
the three main types of outsourcing. The calculations are based upon a median
20% repatriated profit for Australian established overseas owned entities, a
20% retention in Australia for companies maintaining offices here, but
performing most work offshore, and a zero percentage retention for the
relatively small number of companies that perform offshore outsourcing without
maintaining Australian offices.

Whitehorse Strategic Group Ltd 8
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Figure 2

Economic Cost (A$'m) of Outsourcing by Type of Outs ourcing Provider, 2001

$39

E Outsourced to Domestic provider (overseas owned)
W Outsourced to Offshore provider with Aust office

W Outsourced to Offshore provider with no Aust staff

Source: Centre for Strategic Economic Studies, Victoria University, Australian ICT Trade Updates; IDC
Digital Planet 2002: The Global Information Economy, WITSA, February 2002.

Outsourcing profits are more As can clearly be seen, on these, relatively conservative, estimates from 2001,

damaging than offshore the negative annual economic effect of $1,904m on Australia from repatriated

employment profits significantly outweighs the total current economic cost of offshoring
(A$340m).

1.8 The economic offset — “Inshoring”

Any economic argument must also consider the impact of any offsetting effect,
in this case “inshoring”, or the provision by Australian based companies of IT
services to clients located outside Australia. For example if there are 100 jobs
exported (or offshored), and 150 jobs imported (or inshored), then there is a 50
job net benefit to Australia.

Unfortunately, the available evidence suggests that the situation is more finely
balanced than that. When we compare the economic cost figures in Figure 3
below with the gross IT services exports data, (ie. the value of “inshoring” jobs),
then we find that, on currently available data, one almost balances the other.

Inshore employment can offset This simply means that, unless Australia can increase IT services exports at a
offshoring faster rate than it loses economic value through outsourced repatriated profits
and exported jobs, Australia goes backwards economically.
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Figure 3

Net Economic Cost of Outsourcing in 2001
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W Profits and offshore jobs cost Outsourced to offshore providor with Australian sales office

Source: Centre for Strategic Economic Studies, Victoria University, Australian ICT Trade Updates, IDC
Digital Planet 2002: The Global Information Economy, WITSA, February 2002

1.9 The devil's advocate

We would be remiss in this report, if we did not consider the arguments in favour of
letting market forces decide outcomes. There are, we consider, five main
arguments often put forward, these can be characterised as:

1.9.1 Change, Skills, Cycle, Demography, Temporary
trend

The Change argument is simply that change is inevitable in any industry, that
productivity gain and cost efficiencies in many other industries have been used
as a justification for expenditure on IT for over thirty years, and that in
Government administration, finance, manufacturing — including IT
manufacturing, retail administration and many other industries they have all had
to deal with change, redundancy, and dislocation — so why should IT be
exempt?

All industries are subject to change, and better methods of operation should not
be avoided. The question is one of appropriateness — how much IT process
change to outsourcing and offshoring is being made for valid and sustainable
cost-efficiencies, and how much is happening mainly to prop up share prices, to
move expenses off the books, or to support political, rather than economic
theory.

The Skills argument is that much of the unemployment and under-employment
in IT is caused by people not having appropriate skills mixes; that too many
have experienced the same year ten times, instead of ten years of experience;
that they need a different skill mix; or that they have over-inflated salary
expectations from too many years supervising rather than doing.

Whitehorse Strategic Group Ltd \ 10
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While there are some IT professionals who have not maintained the necessary
skill levels, or learned necessary new skills, this needs to be weighed against
years of practical experience and managerial expertise that would be difficult to
replace.

The Cycle argument is that this year’s low cost location is next year’s mid-cost,
and that the cycle continues until every country’s labour force has been
exploited sufficiently to change the dynamic. There are question marks as to
the length of the cycle, but, on this argument perhaps we can anticipate the
USA as a low cost location by 2050, or thereabouts. In 2003, Indian
programmers earn 16% of their Australian counterpart's wages, but this is
predicted to narrow to 40% by 2015.

While the cycle argument essentially works in theory, the economic cycles may
be too long for a sustainable IT industry to wait for heaven to come around.

The Demographic argument is that as the baby-boomers are flushed out of the
job cycle, there will be a return to a more “normal” demography - so any
problem will be solved in around five years.

Although this argument has some validity, it is small comfort to those who are
destined for the scrap-heap in order to fulfil the argument. It is also based upon
swiftly changing paradigms of duration of working life, which does not end, in IT,
at 60-65 any more.

And then there is the Temporary trend argument, that is that the IT cycle has
suffered a temporary downturn — SARS, war, terrorism etc, and is soon moving
back into high gear, that this, in turn will drive increased demand for IT, and that
this will re-establish the jobs growth that the profession and industry are used to
experiencing.

This argument would be nice to believe in, but it is a little too facile. Yes the
market may well improve, but does that mean that the patterns of consumption
will also resume, probably not — as they never have before.

In addition to these, more canvassed arguments, we believe there is another
factor that has significantly impacted outsourcing, and, especially its offshoring,
the Panacea outsourcing effect

1.9.2 “Panacea” Outsourcing effect

The significant rush towards outsourcing, especially by governments, over the
last few years has been based in many cases, upon the mistaken concept that
outsourcing is somehow a panacea for all IT ills. This has, we consider, led to a
number of inappropriate outsourcing contracts.

“Panacea” outsourcing continues Inevitably, when a market has been affected by the panacea mentality,

to damage Australian IT corrections will later have to be inevitably made. This process can be seen by
the increasing trend towards selective insourcing of processes or skills that
were previously outsourced.

There is, however, another, probably unforeseen, effect from panacea
outsourcing. Where the outsourcing originally undertaken did not, for whatever
reason, provide the cost savings that were envisaged, there are inevitable
pressures within the client organisation to seek out lower cost solutions within
the same outsourced framework, rather than to acknowledge the original error
and try to bring the process back within the client organisation. Figure 4 below
shows the various stages in the lifecycle of a typical ‘Inappropriate ICT
Outsourcing’ contract.
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Figure 4

Lifecycle of an Inappropriate ICT Outsourcing Contr  act
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Source: Whitehorse Strategic Group own analysis

In other cases, the original decision to outsource has created a condition in
which the client simply no longer has the capacity to bring the process back to
internal management, either through the loss of all skilled personnel, or by the
loss of control of the necessary ICT infrastructure.

Companies unable to bring IT Our analysis indicates that a significant proportion of reported offshore
back inhouse, will turn to offshore outsourcing has emanated from already committed onshore outsourcing that
in desperation failed to deliver the promised cost savings.

The question is, will more effective outsourcing decisions in the first instance
simply dry up this “second-tier" offshore outsourcing market in the future.

This argument should, gradually, lose its impact, as the process cannot be
continued indefinitely. Sooner or later, probably sooner, the demand for better
service levels, speed of response, and quality of outcome, will require a re-
assessment of services that have simply been chasing ever reducing costs.

IT Managers and other IT service purchasers will then find that the costs of re-
establishment of required service levels and internal skills, may well outweigh
the short-term cost cuts that they are currently claiming.

Whitehorse Strategic Group Ltd 12
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1.10 Outsourcing Key Findings
The key findings include:

= Qutsourcing is currently overstated and hyped, and there is very little
consensus on its true market position, nationally or internationally.

= Offshoring is also currently overstated and hyped, but we believe that it
accounts for less than 4% (7,000 jobs) of the total IT Services market in
Australia in 2003.

= Offshoring may grow to account for as much as 11,000 jobs over the next 5
years. If this were to occur, the additional 4,000 jobs lost offshore would
result in A$450m in lost economic activity and A$135m in lost taxation
revenue.

= |CT is now a global market, so offshore ICT outsourcing, in common with
ICT global trade, will continue to grow from the current relatively low base.

= Currently, the jobs that are lost through offshoring of Australian ICT
Services are marginally exceeded by those jobs gained from Australian
offshoring for other countries (ICT Services exports).

= The economic losses of outsourcing go well beyond considerations of
offshoring, and offshoring is a minor component of the loss.

= Some offshoring that is taking place is driven by a need to justify what were
debatable decisions to outsource in the first place.

= There are considerable changes taking place in the cost-equations and
other decision factors that lead to both outsourcing and offshoring, and
these are leading to changes in business models including the greater use
of collaborative and cooperative structures.

= [ndia currently holds an estimated 80-90% of the global offshoring market,
but other countries will challenge their market leadership.

= Graduate employment and remuneration have suffered in recent times, but
it does not appear that offshoring has had any significant impact on this
trend as yet.

= Australia is well placed to position itself as a global centre of high-end and
high-value provision of architectural and project management type skills in
the value chain.

=  The ownership structure and focus of Australia’s ICT industry is changing,
with a proportional increase in the presence of companies owned and
headquartered in Asia. These companies should be just as welcome in
Australia as European and American companies have been in the past.
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2. Defining ICT Outsourcing
2.1 The Objective of the Study

A number of ICT industry stakeholders believe that there is a need for a
comprehensive study to quantify and qualify Outsourcing, and the effect of
Offshoring in Australia.

The primary objective of the study is to provide a critical assessment of the
potential scenarios for ICT outsourcing and offshoring, both globally and in
Australia.

This study has established:

» The types of ICT work and occupations already being offshored and what it
is likely to be in the future.

» The extent that this offshored work is ‘entry-level’ ICT work and the
implications this will have for graduates entering the market in the next five
years and the long-term implications the removal of this layer of work will
have for both ICT industry development and ICT education and training
providers.

* The identification of factors that are unique to Australia which may effect the
speed of outsourcing by Public and Private sector organisations in
comparison to other Western countries.

The study has examined the following forms that offshoring can take:

» Offshoring to an overseas-based provider with no Australian presence;
» Offshoring to an overseas provider via its Australian-based office;

« Offshoring to an overseas provider via an independent broker; and

« Offshoring to a wholly (or partially) owned subsidiary of an Australian
company or organisation located overseas.

The Report provides a global overview of the outsourcing market, with particular
reference to offshore ICT outsourcing from Western countries in terms of
spending, sectors, and the employment impacts, along with a detailed
assessment of the current and projected size of the Australian-based ICT
offshoring market.

2.2 Defining ICT Outsourcing

Outsourcing is nohew Information technology started in Australia over 100 years ago, with the
establishment of the telegraph and later the telephone systems. Computers
entered the equation in 1948, but an independent “IT” industry only started to
be established in the late 1950’s and early 1960’s. Variously referred to as the
IT or ICT or ITT industry, its structure and components are characterised by
rapid change and significant definitional and classification problems that do not
easily fit into traditional Standard Industry Classifications.

ICT Outsourcing is a relatively new term within the ICT industry and is often
defined differently by analysts. It is thus important to establish what is meant by
‘outsourcing’. Outsourcing has become a commonly misused term, and much
of the apparent disagreement over the merits and risks of outsourcing and
problems with quantifying outsourcing, whether onshore or offshore, can be
traced to differing definitions.

The ACS 1997 position paper states:

Outsourcing is essentially a how rather than a what term. It describes how IT
services are obtained; not what the services are.
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A specific outsourcing market
does not exist

Outsourcing has been defined as:

"A contractual relationship where an external organisation takes
responsibility for performing all or part of an agency's Information
Technology functions. This can involve a partial or complete transfer of
staff and/or resources."

This definition is in the context of public sector agencies, but could be equally
applied to company outsourcing.

Outsourcing is:

"An arrangement whereby a third party provider assumes responsibility
for performing information systems functions at a pre-determined price
and according to pre-determined performance criteria."

2.3 The Outsourcing “market”

Regardless of the significant public pronouncements by industry watchers,
there is not, in our opinion, a finite outsourcing “market”, unless one assumes
that it includes the total of all IT services provided internally or externally to any
client. What tends to be reported as an outsourcing “market” is assessments of
how much of this total IT service market is currently, or is likely to be, provided
by external vendors.

Published extrapolations on these current assessments tend to be either
“straight line” or CAGR based. Whilst this is an appropriate approach to
forecasting for defined markets, or where a market is being subject to gradual
penetration, it is less likely to give an accurate picture in the case of
outsourcing, where growth or contraction is related to the adoption or discarding
of a behavioural pattern, with specific cost drivers.

As an indication of this contention, the growth in bureau services in the mid
1970's, if projected by either straight line or CAGR, would have grown to now
be equivalent to the entire IT industry gross. This did not happen, simply
because the cost behavioural drivers for bureaux changed in the late 1970’s
with the introduction of mini-computers.

Whitehorse therefore consider that the outsourcing trends may, over time,
correlate more to a bell curve, than to a never-ending growth wave, and that the
indication of the down-curve — or, at the least, flattening, will be variations in the
cost-benefit equations that drive most outsourcing decisions.

The fact that there are definition issues surrounding the measurement of
outsourcing is not unexpected when we examine the wildly varying estimates
on the size of the global outsourcing market. All of the worlds leading research
organisations have over time published their predictions on the market and
there is no clear pattern or consensus of opinion.
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Toss a coin and guess?

Figure 5

3. Quantifying ICT Outsourcing
3.1 Introduction

The purpose of this Chapter is to use the data available from official sources to
provide a global overview and status report on ICT outsourcing and offshoring
from Western countries. We have used both published and unpublished data
and modelling techniques to establish the size and future directions of the
global market and impacts on the Australian industry.

The global Offshore ICT industry is claimed to have grown to be one of the
largest industries in the world in terms of value added, production, foreign direct
investments, exports and Research and Development. With many of the major
outsourcing vendors owned by the US, this has seen the US claim to lead in the
use of offshore destinations such as India and the Philippines, while other
Western countries are beginning to follow the US lead. This US-centric view of
the Universe does not necessarily correlate to the facts, however, as the UK
utilisation of Indian based programming services, in particular, dates back to the
1970’s, well before the current hype started to develop.

3.2 Estimates of Global Market Size

Globally, the ICT industry accounts for $US1.3 trillion in revenue, (4.1% of
GDP) and grew at an average 7.1% over the 9 years to 2001, compared to
average GDP growth rate of 3.5% over the same period.

The IT services and outsourcing components of this seem harder to estimate or
predict. Figure 5 below shows the significant range of opinions. A listing of
various Industry Analysts views are contained in Appendix One.

Predicted estimates (US$b) of worldwide outsourcing market by leading forecasters
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Source: Various ICT research organisations’ forecasts - refer to Appendix One.

As can be seen, the level of variation is very significant, by factors of up to
250% for the same financial year. Some variations may be caused by differing
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interpretations of what IT Outsourcing is or includes, but it seems curious that
there is such a variation between predictions in different years, or even from
different offices in the same year from a single organisation, which, one would
assume, would be using a consistent inclusion/exclusion formula

Figure 6 below simplifies the data above by simply showing the upper and lower
bandwidth of the various “expert” predictions. Since the variation, in some years,
exceeds the lower boundary, the best we can say is that there appears to be a wide
divergence of opinion, and that a number of commentators have changed their
minds rather frequently.

Figure 6

Predicted estimates (US$b) of worldwide Outsourcing Market by Leading Forecasters
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Source: Various ICT research organisations’ forecasts - refer to Appendix One.
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3.2.1 Offshore quantification

Forecasts of the offshore component of this outsourced IT services market also
vary, but appear to be equally optimistic, refer to Table 1 below.

Table 1

Forecast of Global ICT Offshore Market

Revenue (US$'m)

2000 $12,400
2001 $17,000
2002 $23,000
2003 $31,000
2004 $40,000
2005 $50,000
CAGR 32.2%

Source: Butler Group ‘Strategic Sourcing Report’, October 2001.

Indian technology stock prices, however, do not seem to reflect the optimism of
an offshore outsourcing market growing at these levels for the foreseeable
future. The Indian BSE-TECk technology index has closely followed the
NASDAQ over the last 2.5 years (refer to Figure 7 below). This indicates that
the stock market in India is yet to factor in the potential growth prospects for the
outsourcing market and is very much focused on the US market. The decline in
the NASDAQ has impacted US corporations’ offshoring activities and this has
had a ripple effect to the share prices of Indian outsourcing companies’ stocks.

Figure 7

NASDAQ and BSE-TEC k Stock Indices, January 2000 — September 2003
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Sources: Bombay Stock Exchange (BSE), New York Stock Exchange.
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Another, more sober viewpoint is seen in US Department of Commerce data,
which also does not seem to share the enthusiasm of some of the more widely
guoted experts, see Table 2 below.

Table 2

US Offshoring of ICT services, 1990-2000

1990 $1.0 $0.0 $1.0
1994 $1.3 $0.1 $1.2
1995 $1.3 $0.1 $1.2
1996 $1.6 $0.3 $1.3
1997 $2.0 $0.6 $1.4
1998 $1.9 $0.8 $1.1
1999 $2.7 $0.9 $1.8
2000 $2.5 $0.8 $1.6

Source: US Dept of Commerce, Digital Economy 2002, Table 6.2 US Trade in IT Services
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4. Qualifying IT Outsourcing

4.1 Factors Affecting the Global Market

The primary factor driving offshoring that is normally quoted is that of Software
development costs, which, for example, in India, are estimated to be 30-40%
lower than those in developed markets (eg. USA) (Lacity and Hirschheim,
1995).

Table 3 below however shows that there are expected to be significant
percentage increases in programmers salaries by 2015 in some countries
where the current salaries are quite low. Significantly the increase in the United
States, Japan, and Australia is only in the range of 14-17% over the next 12
years, which shows the consolidation of salaries globally. Where the US
programmers are paid 10 times more than Indian programmers today, by 2015
they will be paid only 4 times more (assuming US$ parity).

Table 3

Predicted Salaries for programmers by 2015 — Select  ed Countries

2003 Predicted 2015 Predicted %

Programmer Programmer growth 2001-
Salary (US$) CEIEWARE) 2015
China $5,850 $10,000 71%
India $6,350 $20,000 215%
Philippines $6,550 $9,000 37%
Malaysia $6,950 $9,000 29%
Russia $7,550 $25,000 231%
Poland $9,000 $45,000 400%
Australia $38,600 $45,000 17%
Japan $30,350 $35,000 15%
g{lﬁig $74,500 $85,000 14%

Sources: Janco Associates September 2003, CIA World Factbook, Lane S. ‘Offshore software
development: Localization, globalisation and best practices in the evolving industry’ Aberdeen IT
services Practice, Aberdeen Group, November 2001. Australian salary from the Australian Computer
Society Remuneration Survey Reports.

The projected rise in the wages of Indian ICT workers will see the average
salary for an Indian programmer increase in proportion to other countries. In
Convergence in international ICT 2001 Indian ICT workers were paid only 16% of their Australian counterparts
services salaries wages, but this will increase to 44% by 2015. This will most likely have a
marked effect on the competitiveness of India as an offshoring destination and
will cause companies to reassess the business case for offshoring.

Figure 8 below illustrates the convergence of wages effect, showing that the
current wage price advantage that India enjoys is predicted to decline over time.
The chart also highlights that the average programmer salary of all the ‘new
offshoring contenders’ will become 2% cheaper than India by 2015.
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Figure 8

Indian Programmer salary as a percent of salariesi  n other countries
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Sources: Janco Associates September 2003 CIA World Factbook, Lane S. ‘Offshore software
development: Localization, globalisation and best practices in the evolving industry’ Aberdeen IT
services Practice, Aberdeen Group, November 2001, Australian Computer Society Remuneration
Survey Reports.

4.1.1 “Cycle Theory”

This analysis is clearly consistent with the concept of comparative advantages
operating in cycles. Some further evidence for this theory can be found in two
recent predictions. Firstly that by 2010 it is anticipated that only 10% of the US
economy will be in manufacturing (Unite, apparel workers Union), and secondly
US Census Bureau data indicating that both median household income and per
capita income declined in the US in the period 2001-2 for the first time since
1991, whilst the poverty rate rose in the same period to be 12.1% of the US
population (over 34 million people).

Global economic cycles The decline in the US dollar conversion rate to other currencies since then
amplifies this change, and leads to the potential of a continuing decline in the
relativity of wage rates between the US and other countries over the next ten
years.

Figure 9 and Table 5 below provides Whitehorse’s current assessment of the
competitive advantages of countries that are potential suppliers of offshore ICT
services. In Table 4 that also follows Gartner has similarly categorised
countries by their assessment of their offshoring status. Both sets of
information provide a picture of an offshoring market that is currently dominated
by India, but in which there are a number of countries emerging as realistic and
competitive alternatives to India. The competition to win a share of the lucrative
global offshoring market will only intensify over the next five years as this “new
industry” matures.

Australia with a large ICT services workforce that has excellent English
language and technical skills, coupled with a favourable geopolitical
environment is well placed to attract a share of the global offshoring market.
Whilst Australia has relatively higher paid workers than most of the other
destinations presented, there has been some wage growth restraint in the last
two years, and there will be wages growth in the countries that currently have a
low paid ICT services workforce. In Whitehorse’s opinion this will make
Australia an attractive and viable destination to base global operations.
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Figure 9

IT Outsourcing Comparative Advantage Indicators
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Source: Whitehorse Strategic Group own analysis.

11

Table 4

Global Offshoring Locations and Status

Status

Country

Leader India (Holds est. 80-90% of the global ICT services offshore
market)

Challengers Canada, China, Czech Republic, Hungary, Ireland, Israel,
Mexico, Northern Ireland, Philippines, Poland, Russia, South
Africa.

Up and Belarus, Brazil, Caribbean, Egypt, Estonia, Latvia, Lithuania,

Comers New Zealand, Singapore, Ukraine, Venezuela

Beginners Bangladesh, Cuba, Ghana, Korea, Malaysia, Mauritius,
Nepal, Senegal, Sri Lanka, Taiwan, Thailand, Vietnam

Source: Gartner Press Release, April 2003

15

It is difficult to see any of the countries listed in the ‘Up and Comers’ and
‘Beginners’ categories of the table becoming major players in ICT offshoring in
the next 5-10 years. They simply do not have an existing sizeable base of
skilled ICT professionals, unlike India and some of the countries in the
‘Challengers’ category. Itis perhaps surprising that Gartner does not list
Australia under any of the categories, however lists Singapore and New
Zealand as “Up and Comers”.
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Figure 10

Matrix Evaluation of offshore suppliers capabilitie
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Source: Whitehorse Strategic Group’s own analysis

4.1.2 India —the leading provider of Offshore ICT
services — Why?

What are the factors that make India so attractive today as an offshore
destination:

It appears that the main factors are:

* The decision by Indian companies since the 1970’s to actively target
offshore revenue

» Strong selling of cost market advantages

e The significant and growing number of ICT professionals employed, see
Table 5 below.
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Table 5

ICT Workforce Employment in Australia and India, Se  lected Years

5 Year % growth

Australia 246,500 262,800 282,000 296,100 20%

India 160,000 284,000 430,114 522,250 226%

Sources: Indian National Association of Software and Services Companies and ABS Labour Force
Survey unpublished data

In terms of the leaders in the outsourcing market, the top five ICT services
providers dominate the sector in Australia, US and India, refer to Table 6 below.

Table 6

Top 20 ICT Service Providers by Revenue — Selected  Countries, 2002/03

Australia USA

1 IBM GSA IBM Tata Consultancy Services
2 EDS Australia EDS Infosys Technologies

3 CSC Australia csC Wipro Technologies

4 Hewlett Packard First Data Satyam Computer Services
5 Fujitsu Australia ADP HCL Technologies

Sources: NASSCOM Press release July 17 2003, ‘NASSCOM announces Top 20 IT Software and
Service Exporters in India’; Pierre Audoin Consultants - www.pac-online.com; Whitehorse Top 250 ICT
Industry Survey.

It is important to note that the aggregate revenues by the top five companies in
Australia and India, are minuscule compared to those of the top five companies
in the US.

» The top five ICT services companies in Australia had combined revenues of
AUD$6,925m in 2002/03, down 1.0% on 2001/02.

e The top five ICT services companies in India have combined revenues of
US$3,052.9m in 2002/03.

e The top five ICT services companies in the US had combined revenues of
US$43,155m in 2002, up only 1.0% on 2001.

Other major ICT services vendors in Australia include: Volante Group, KAZ
Group and Solution 6.

4.1.3 Scale and Type of Work moved Offshore

Four key areas suited for offshore:

Data conversions and system migrations are typical projects taken offshore as
they can have well-defined requirements and specifications with minimal end-
user interaction with the development team.

Applications development particularly the construction and testing phases of the
System Development Life Cycle (SDLC) where end-user interaction is limited
and the task well-defined.

System maintenance for stable applications.

Call Centre and Help Desk functions.
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ICT Business Processes that may be outsourced:
= Facilities Management;

= Systems Integration;

= Managed Networks, Managed data services;
= Managed ASP;

= Data hosting, Web hosting;

= Data storage, Content storage;

= Data centres, telehousing;

= Customer Relationship Management.

A NASSCOM study of the ICT workforce in India found that the following skills
were in demand and indicates the current and future areas of focus for
offshoring:

=  Software engineering/programmers/analysts;

= Internet and e-commerce applications;

= Database administrators;

= Network specialists and communication engineers;
= Digital media;

= Business applications of software development;
= Web based applications;

= Networking applications;

= Java;

= Data warehousing;

= Client-networking;

= Project management;

= Quality assurance and technical writing;

= Legacy systems.

Source: NASSCOM Manpower Resources Survey 2001-02.

As India currently hold 80-90% of the global offshoring market it can be
assumed that this list of skills in demand is indicative of the type of ICT work
that is and will be moved to offshore destinations.
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4.1.4 Different models of ICT outsourcing

There are a number of different models that are applied to ICT outsourcing. They
include the following:

Offshore company Differences in time-zones can cause

operates without an communication issues and most communication
Australian is done via email and telephone which makes it
presence. difficult to establish strong working relationships

with customers. Reliabi