Outsourcing Business Smarts replacing Outsourcing Hysteria

Myth Busted: US Companies actually import $20 billion more in jobs than we export.

If you buy into the hysteria over outsourcing, think about this: American corporations take home more money from overseas businesses outsourcing service jobs here than they lose from domestic companies sending service jobs to foreign countries.  US businesses took in $61.4 billion as an offshoring destination – providing labor to foreign interests – in 2004.  The same year, the United States outsourced far less: $43.5 billion worth of jobs. When it comes to supplying expertise in areas like accounting and legal services to other countries, corporate America earns a brisk surplus.  “The rest of the world outsources more to the US than the other way around”, says Shang-Jin Wei, head economist of the International Monetary Fund’s trade unit.  According to Scott Wilson, co-author of The Black Book of Outsourcing, “If every county in the world decides to cut down on service outsourcing, the United States will lose the most”.

In fact, inside the next ten years, the United States will emerge as a top destination for global offshoring, predicts the authors of  "The Black Book of Outsourcing", the recently released outsourcing guidebook, already outselling the stacks of anti-outsourcing publications.  The silver lining forecast is highlighted by the observed staging of consequential events, and is drawing critical confirmation by global economists. This corresponds with Bureau of Labor Statistics that by 2012, service jobs will be the fastest growing employment sector in the US.  “The growth in US service jobs will largely be a consequence of the United States becoming an offshoring powerhouse”, added Wilson.
By the year 2015, the authors of “The Black Book of Outsourcing: How to Manage the Changes, Challenges and Opportunities” (John Wiley & Sons Publishers), Douglas Brown & Scott Wilson, calculate the top five outsourcing destinations for Offshoring will be, in order: 

1. China

2. India

3. USA 

4. Russia/Eastern Europe

5. Brazil/South America
The counter intuitive foresight is evidenced by the latest offshoring evolution taking current form in the nearshoring movement with an evolving shift to “homeshoring” outsourced services back to the US. In its World Investment Report 2004, the United Nations Commission on Trade and Development argued that offshoring of corporate service functions could become "the next global shift". The United States, in particular, should be the biggest winner in meeting the need that the shift for service employees is creating globally.
 "Offshoring, the mantra for cost savings, undoubtedly offers significant financial benefits for companies across a wide range of fields and sizes. Undertaking such a venture, however, requires a cost benefit analysis that includes downsides such as political instability, security concerns, legal difficulties, language and cultural barriers, intellectual property rights protection and time zone differences", says Wilson.

With nearshoring, organizations are becoming aware of the benefits of outsourcing operations offsite, but in a way that is convenient — physically, culturally, managerially and financially — to the overall business. This has become a viable solution for many companies because nearshore country  locations offer the advantage of similar time zones, ease of travel and potentially greater control due to familiarity or physical and cultural proximity to the customer.     

Areas such as Canada, Mexico and South America are becoming hotbeds for nearshoring. While offshoring is still a very popular option with companies, organizations that want to hedge their bets and curb the inherent risks of offshoring are moving to the option closer to home.

Nearshoring is More than Just Proximity

For some companies, one of the attractions of offshoring is the round-the-clock factor derived from being in disparate time zones. The flip side of this is there is little to no opportunity for businesses to work collaboratively with their offshore partner due to the time difference. 

With nearshoring, the benefit of proximity is more than just working in the same, or close, time zone. For small projects that require close interaction with the company and its outsourcing partner, nearshoring is an excellent solution with less expensive travel costs and shortened travel time as an added benefit. Furthermore, the complexity of managing security and crisis issues is lessened with closer proximity. Another benefit of nearshoring proximity is the ability to build trusted relationships with decreased risk of linguistic or cultural misunderstandings. 

“We have identified a US trend to move non-critical functions offshore while performing critical projects with nearshore resources. This model has proven to be successful for many companies because it allows them to operate in almost the same mode they have become accustomed to for years. The nearshore operation becomes more like just another office location rather than a separate entity”,says Brown. 

Another important component in the nearshoring model that is a key benefit to organizations is the North American Free Trade Agreement (NAFTA). Because nearshoring partners can take advantage of the NAFTA treaty, it is much easier for them to gain access to visas. Plus, NAFTA ensures that intellectual property is protected

Fewer Risks 

Geopolitical risk, language and culture differences, global economic slowdown, the danger of sending key data to unknown countries and unknown vendors, infrastructural challenges and the difficulties in close monitoring of the progress of work are seen as the main challenges that the US companies faced while sending work to the traditional outsourcing hubs of India. Singapore, and China. 

In the case of India political instability, absence of globally renowned brands, slow legal machinery and the fear of looming tensions with Pakistan are big challenges. Another trend that is fast catching up in the offshoring is specialization of services. India is seen as a place suited for data processing, telecom, application software and product development; China as a center for embedded software and hardware services; Russia for high end software engineering; Ireland for packaged software; Philippines for animation and Canada for application outsourcing and data processing There are far fewer risks of choosing nearshore versus offshore, but each come with their advantages and disadvantages. 

 “Of course, offshoring is cheaper than onsite — but if that is your only criteria when outsourcing your business operations you are not paying attention to the goal: Not only inexpensive labor, but also convenience; the ability to collaborate easily and effectively; and manageable risk” urges Wilson,  “Nearshoring allows you to achieve all of these, enabling you to manage your outsourced business operations with minimal risk. This does not mean, however, that nearshoring is free of risks.” 

The European  countries do have a part to play in Europe for nearshore outsourcing as well; they have distance, time zone, cultural and language connections in their favour. Hungary, the Czech Republic and Poland, for example, are likely to attract increasing attention from German and UK companies. In Europe, nearshoring to Eastern Europe is often a preferred alternative for many companies. Most cite the difference in labor cost as the main factor – IT talent costs in Romania are about 10 percent of the cost in Western Europe – but many more emphasize the language and cultural similarities.

 What’s Next of US Outsourcing

 "We can expect America to become a super-contender, as well, in the offshoring provider ranks” predicts Brown. Also contributing to the prediction is a leveling global outsourcing playing field. The costs of supplying services are anticipated to eventually level off.  The price of fuel, professional personnel shortages, customer dissatisfaction political unrest, and demands, and upward creeping costs of labor are major factors will that propel and disrupt the balance. “Opportunistic US entrepreneurs and workers can reap the benefits by preparing for the developments” advises Wilson.

Brown & Wilson optimistically counsel that workers in technology, finance, human resources and business processing professions begin to re-tool their skill base to include the fundamentals of outsourcing processes. And companies are betting Brown and Wilson are dead-on target. “Homeshoring”, “smartsourcing,” and US-based outsourcing business organizational restructuring are among our most requested consulting engagements along with community assessments for outsourcing attractiveness to vendors”, the author/consultant team disclosed.
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Graphic 1: Outsourcing Balance Overseas (Source: International Monetary Fund)
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Graphic 2: Outsourcing Balance Overseas  (Source: International Monetary Fund)
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Graphic 3: Service Jobs: Where the Action Is

US Service Employment Growth (Source: Bureau of Labor Statistics)

Graph 3a. 80% of US workers will hold jobs in 

service industries by 2012.

Graph 3b. The number of US Service jobs will grow by 

25% by 2012.

Graphic 4: Fastest Growing Service Sectors in the US (Source: Bureau of Labor Statistics)

	SECTOR
	PROJECT JOBS IN 2012
	CHANGE FROM 2002

	Education
	21M
	32%

	Health Services
	21M
	32%

	Professional & Business Services
	21M
	30%

	Transportation & Warehousing
	5M
	22%

	Information Services
	4M
	19%

	Leisure & Hospitalilty
	14M
	18%

	Construction
	8M
	15%

	Retail & Trade
	17M
	14%

	Government
	21M
	13%

	Financial Services
	9M
	12%


Graphic 5: 

	Nearshoring
Instead of going the offshore route, companies are looking at outsourcing providers closer to the home shores. The US decision to opt for Canada and Mexico to offshore services is mainly on the basis of the similar business environment and the confidence among the US companies that business opportunities can be fully realized in these countries.The pros and cons:

	Pros
Cons
Savings: Wages outside of the U.S. are lower, translating to lower contract costs. 

Earnings: While wages are lower, they aren’t as low as you’ll find offshore in places such as India and Eastern Europe right now. Competitive wages and rising costs are leveling the playing field for outsourcing vendors abroad.
Security and Controls: Compared with India and China, Canada and Mexico are only a hop away plus

• Convenient access to outsourcing companies • Lower risk • More efficient communication • Closer cultural affinity

Limited labor & competitive business pool: Nearshore locations are getting established, but they can’t yet scale up as quickly as places such as India. Foresighted US entrepreneurs are trying to catch up to reap benefits of the evolution back home.
Time Zones: In North America, your outsourcer will keep the same relative hours, unlike in India and China where it’ll work while you’re asleep. Collaboration, control and responsiveness are keenly heightened by the astute buyer of services.

Timing: Because time zones aren’t as drastic, nearshoring won’t give you the round-the-clock type of support you’ll get with offshore locations such as India but collaborative working arrangements are routine outweighing 24 hour operating units.



Source: The Outsourcing Management Institute (http://outsourcingmanagementinstitute.com)
