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VnpasieHue yCTOHYMBOCTBIO MNPEANpPUATHA  BO3-
MOJKHO, €CJIN UMEeeTCsl Ha/leKHas NHPOPMALMOHHAs eJHHULIA
n3MepeHus (akTopoB ycToiunBocTu. [1o HalleMy MHEHMIO,
JUIL OpTaHU3aLMOHHOro (hakTopa TakoW eAWHWLIEH MOKeT
CTaTh OTHOCHUTENIbHAS SHTPOMMS CUCTEMbI. 3HAYEHHE SHTPO-
MUK PaccMaTPUBAEMON CHCTEMBI M KOJIMYEeCTBa HH(pOpMALNH,
XapaKTepHU3yIOILEH cTerleHb OPraHN30BaHHOCTH CHCTEMBI, OY-
JET 3aBUCETb OT PacCHpPEleSICHUs BEPOATHOCTEH COCTOSHUS
3JIEMEHTOB (B HAlleM Cilydae MoKasaTelel, XapakTepH3yro-
X yCToiunBOCTh). TakuM 00pa3oM, SHTpOTIHITHAS Mepa MO-
HKET CIYKUTh U MEPOIi yCTOMYNBOCTH, IIOCKOJIBKY KOJIUYECTBO
COXpaHsIeMOH B CTPYKType ccTeMbl MH(pOpMaLuy Npornopuu-
OHAJILHO CTENEHH OTKJIOHEHHS CUCTEMBI OT COCTOSIHUS PaBHO-
BECHs U, CJIEJOBATEILHO, MEPE YCTOMYUBOCTHU.
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Abstract

Purpose: International Outsourcing has been traditionally looked upon as a low end cost effective servicing option to
take advantage of the cost arbitrage that exists across countries.

Approach: To substantiate the claim, case describing the setting up of an offshore analytics operation to the challenges
faced in a remote outsourced environment.

Findings: The author uses extent to which international outsourcing of high end services will take place are: 1) Expertise
of the vendor,2) Environmental Stability of the Outsourcing, 3) Physical Barriers to outsourcing.

Practical Implications: The author contends that conventional outsourcing vendors may find it difficult to acquire “Expert

Power”.
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Obstructions International Outsourcing

The conventional definition of outsourcing is to buy a
service from an agency which, is beyond the managerial/con-
trol perimeter of ones’ own organization on an ongoing basis
for a transaction fee. The “intellectual” property rights to the
service provided may be negotiated in ways which differ based
on the nature of the service provided and, the degree of cus-
tomization added for the Principal. For instance, generic ser-
vices required by many clients and, which are provided by
many outsourced vendors (Agents), have very little differenti-
ation to make property rights an important bone of contention.
Value in such a context, is not commanded by the quality of a
service provided, but by the speed with which it is provided at
the lowest possible cost. Conventional wisdom would catego-
rize such activities as routine process outsourcing that is
merely taking advantage of the cost arbitrage.

Although it has gained impetus and political visibility
in the past 15-20 years. However, more importantly, what was
earlier considered to be a differentiator on the cost parameter
has by now been relegated to a hygiene factor for all global
organizations. A primary reason for this relegation has been of
the processes that have been relocated to low cost countries
and the surfeit of talent in those countries who have seamlessly
acquired the skills required to deliver such services at the most
efficient pace.

1.0 Traditional Outsourcing Philosophy

Outsourcing has historically meant parsing out func-
tions to entities beyond the perimeter of the principal organi-
zation for various purposes: 1) for reducing operational cost,

2) for reducing headcount, 3) to offset scarcity of resources in
the principal domain or, 4) for buying specialized skills una-
vailable in the principal organization. The last motive is mostly
linked to the necessity of incorporating a special skill from out-
side that may not be available within the organization. Usually,
this type of outsourcing is of limited nature and is mostly re-
lated to value-added services purchased on an irregular basis
within the principal’s operating domain.

The past fifteen years of steady integration (globaliza-
tion) of the world economy has primarily addressed the first
three objectives of outsourcing. The principal motivation of
such an enterprise eventually is directed towards reducing the
total operational cost of the value creation process. However,
cost reduction has its limits. Many vendor organizations who
have imbibed the spirit of efficiency management through the
cost arbitrage route are now facing new challenges of ramping
up their value delivery through providing newer services that
add to the effectiveness of decision processes as against a tra-
ditional uni-dimensional focus on cost Company Ports Iraqi.

Bhagwati et.al (2004) have explained the impact of out-
sourcing on the global economy primarily on the dimension of
job loss in more affluent economies. On the whole, they have
postulated that the global economy has progressed signifi-
cantly despite the marginal job losses in the affluent coun-
tries.However, many of these researches are focused on issues
related to low end cost-centric outsourcing activities. No sig-
nificant research has yet emerged in the area of value-based
outsourcing where the cost parameter is secondary. The
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Mckinsey Global Institute (2005) research identifies three sig-
nificant dimensions which can influence the nature of out-
sourcing activity in the global market:

1) The requirement for proximity to customers may
limit the amount of off shore (international) activities.

2) The requirement for domain knowledge which re-
sides mainly in “on site” locations may offset some of the ad-
vantages of outsourcing, especially in the context of off shore
environment.

3) The complexity of the process can also dictate the
(in)ability to outsource. Usually, processes that require multi-
ple iterative transactions across functional teams are less ame-
nable for off shoring (outsourcing).

2.0 The Domain of Value Creation and its Barriers

The motive of parsing out internal operations of the or-
ganization to external vendors is to extract the optimal value
for the organization, either cheaper processing (due to high
capital usage or lower lab our costs) or, improved effectiveness
of the process which leads to better quality of the finished
product. The key parameter that governs the outsourcing deci-
sion is the trade-off between the incremental value obtained
versus the downside of “loss of control” of the process to out-
side entities. Spencer (2005) provides a fairly comprehensive
survey of the application of economic theory to model interna-
tional outsourcing strategies.

However, like many traditional research in outsourcing,
the paper focuses on outsourcing activities that derive cost ef-
ficiencies alone. Spencer (2005) and Suffredini (2003) also
note that modeling the optimal outsourcing activity with re-
lated issues of sharing proprietary information may involve
further complications of defining the “right” contract between
the Principal and the Agent to ensure that the “control” dimen-
sion is not compromised.

2.1 A Case of Off shore Banking Operations in India

About 5-10 large global banks have made significant
investments in back office operations in Iraq in the past ten
years. While the majority of the investment is in low end
“voice” and “data” transactions, there have been some efforts
at setting up higher end value added services such as financial
and market analytics and equity research. Most of these oper-
ations employ trained graduates and post graduates and some
doctorates in the field of science and social science and busi-
ness management. Rough estimates provided by industry ana-
lysts show a market size of USD 500 million, employing about
16,000 personnel and increasing at the rate of 40% annually
(-, 2009).

What is recounted below is based on actual experience
(experience/observation data) of setting up an operation in fi-
nancial analytics for a global Rafidain Bank in Basra over a
three year period. The author was significantly involved in set-
ting up a 75-member back office analytics team to support the
credit risk and marketing functions for a large consumer loans
business in the Iraq. A few assumptions were made about back
office modus operandi before the establishment of the team:

1) The team was to be fully managed by the home office
management since domain competency was entirely
enshrined there.

2) The off shore team was to act as a support team for
policy making and would provide its services in areas
of its technical prowess. Business interpretation and
implications on decision-making would be driven pri-
marily by the home office (onsite) managers.

3.0 A Conceptual Model for Outsourcing Value-
Added Functions

The “on-the-ground” experience of operating managers
in the particular off shoring business confirms that there may

be tangible hurdles in transferring “effective” business pro-
cesses to international outsourcing vendors. A common refrain
heard is that offshoring will remain a back office support func-
tion for long, since it has ways to go before it is fully equipped
with business domain knowledge to add value to the decision
making process.

We define a “Value-added outsourced” function on
some or all of the following dimensions:

a) The Process is considered by the Principal as critical
for making business impact as measured by its direct
impact on profits.

b) The Process is not entirely replicable by the Princi-
pal’s nearest competitor and hence provides some
competitive advantage.

¢) The Process involves a transfer cost which is consid-
ered to include a premium significantly higher than a
cost-driven process.

d) There are few outsourcing vendors who can replicate
the operations of the Process like the specific out-
sourcing vendor being considered.

In determining the motivations for Principal organiza-
tions to outsource their value-added processes to Agent(s) the
critical issue to be addressed is; why should Principals out-
source such important processes which constitute their differ-
ential competitive advantage? The following dimensions
emerge:

1) A source of relevant and critical expertise external to
the organization (EXPERTISE)

An outsourced vendor may have knowledge/expertise
which is unavailable internally and hence the Principal may
seek such assistance in further enhancing its differential capa-
bilities vis-a-vis the competition. Such circumstances prompt
willingness to outsource high value added services to the ser-
vice provider. A basic condition to be fulfilled for this relation-
ship is whether the service provider has enough or more do-
main knowledge and expertise than the client.

2) The ability to “Ring Fence” the differential expertise
obtained from the external source (LEAKAGE)

Both Spencer (2005) and Suffredini (2003) refer to the
problem of drawing the perimetre around the propriety
knowledge of the firm, with implications on dilution of con-
trol. Historically, research in the area of “Principal-Agent” the-
ory have looked at the terms of the contract that minimize the
“leakage” of proprietary expertise (Antrds 2003, Grossman
and Hart 1986). Suffredini (2003) also mentions the impact of
residual leakage, i.e., the “subliminal” transfer of broader ex-
pert knowledge to the industry. When the impact of such trans-
fers is significantly adverse to the Principal, high end value
outsourcing activities are discouraged. High-end management
consultancies are vulnerable to perceptions of leaking such
“residual” expertise industry—wide as a motivation to project
themselves as broader subject matter experts.

3) The likelihood of parsing out a separate portfolio of
tasks that can be handled independently with little inter team
coordination (INDEPENDENT OPERATIONS)

This dimension is most likely to affect international
outsourcing potential in high end value addition processes.
Parsing out functions to outsourced vendors, especially in re-
mote locations suffer from the challenges of coordination
across various multi-functional managers. In such complex
problem solving situations, proximity of service providers to
the decision maker is critical and often times non-negotiable.
The Mckinsey Global Institute (2005) research mentions this
dimension as a critical constraint in outsourcing activities.
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5.0 Directions for Future Research

This paper is perhaps a first attempt to identify the pa-
rameters that will govern the extent to which international out-
sourcing may absorb value-add services in the future. How-
ever, no quantifiable data exists to validate some of the claims
that have been made in this paper. Our inferences are mostly
based on our observation of the industry and the individual ex-
perience from the offshore domain. A good follow up on this
conceptual model would be to validate the hypotheses with in-
dustry wide data on actual trends. The nascent nature of the
outsourcing activity makes it impossible to gather elaborate
quantitative data for any scientific analysis.

Additionally, the issue of “where can international out-
sourcing add value beyond cost arbitrage”, needs more speci-
ficity. While it is important to note that the opportunities to
provide value are not limitless, it is also critical for industry
experts to know where future investments ought to be made to
sustain a viable offshoring/outsourcing business model.
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BYXTAATEPCKMIM YYET AM3WHIOBBIX OTEPALIUM:
TIPOBAEMBI U COBEPIIIEHCTBOBAHHE

Heanosa Hamanva Baaoumupoena
KaHOuoam 3KOHOMUYECKUX HayK, OOYeHm

AHO BIIO «Hncmumym omkpeimozo obpazosanusiy, e. LLlaxmel

Koeanenko I'anuna Bacuiveena
KAHOUOam 3KOHOMUYECKUX HaYK, QOYeHm

Hucemumym cgheper oocnyocusanus u npednpunumamenscmea (unuan) JI'TY e Lllaxmuot

JlvHaMu4dHOE pa3BUTHE JIM3WHTOBBIX OTHOLICHWH, WX
aKTHUBHOE HCIOJIb30BAHNE B MPAKTHKE POCCUHCKUX MpeENNpH-
AT aKkTyanu3upyeT MpodieMy OyXraaTepcKoro ydeTa Jin-
3WHTOBBIX ONepaLyii ¥ ero coBepiieHcTBOBaHMA. Kpome Toro,
COCTaB ToKa3arelneil OyXraaTepcKkoil OTYETHOCTH B HacTH JIU-
3WHTra He B MOJIHOI Mepe 0TBeYaeT TpeOOBaHUSIM MOJIb30BATE-
neit puHaHCOBOM WHpOpManuu. Takum oOpa3oM, B pamKkax
JeWCTBYIOIEI CHCTEMBI yUeTa BOMPOCHI COBEPIIEHCTBOBAHUS
OpraHu3aluny ¥ METOIUUYECKOTO 00ecTeueHns! yueTa JIN3NHTO-
BBIX OMEpALUi ABJIAOTCA 3HAYUMBIMU W aKTyaJbHBIMU.

Ha nam B3risan, HanOosiee MENneTWIbHBIMA SIBISIOTCS
TpeOoBaHMS O IMOCTAHOBKE Ha y4eT OOBEKTa JIN3WHIOBOM
cmenkn. Kak Moka3bIBaeT yKe CIOKMBINAsICA MPAKTHKA, MOA
«TPUHATHEM Ha y4eT» MOHMMAeTCsl MPUHATHE K OyxraiTep-
CKOMY YYETy, TO €CThb OTpaK€HHE TPHOOPETEHHBIX PECypCcoB
Ha cueTax OyxranTepckoro yueta. OCHOBaHUEM 1S IPUHATHA
K OyXranTepckoMy y4eTy IpHoOpeTeHHOTO NUMYIIEeCTBa SBIIS-
I0TCS MEPBUYHBIE YYETHBIE JOKYMEHTBI TUIIOBBIX YHU(DHULIHPO-
BaHHBIX (opM, HEOOXOIMMOCTb KOTOPBIX yCTaHOBIIEHA CTa-
Thell DenepanbHOro 3akoHa «O OyXralTepckoM yueTey.

BMmecTte ¢ TeM «TpWHATHE Ha y4eT» — 3TO IOpHINYe-
CKMii (pakT B OTNINYME OT NEWCTBUI MO «ONMPUXOTOBAHHION.
[lepBoe — 3T0 ropHAMYECKUil IEpexo paBa COOCTBEHHOCTHU B
COOTBETCTBUM C YCJIOBHSAMHU JOrOBOPAa, & «ONPUXOJOBAHHE»
LeHHOCTeH — NG (pr3ndeckoe MPHUHSATHE HEHHOCTEeH Mare-
pHAITBbHO-OTBETCTBEHHBIM JIMLIOM B MECTax WX XpaHEeHUs. DT
Ba)XXHO B ClTydyae, KOTJa JIN3WHTOBOE MMYIIECTBO OT TOCTaB-
[IMKa TIOCTYMaeT cpa3y JM3MHTOMONyYaTesto, T.e. (hakThde-
CKM JTM3UHTOAATEeNhb MMYIIECTBO HE TPUXOIYET, OJHAKO OH
CTaBUT €ro Ha yuer [2].

JIv3uHr mpencTaBnseTcs HaM BUAOM (pUHAHCOBOIA
ycIyru (TOBapoM), B X0Jle KOTOPOii MPOUCXOIUT OKa3aHHe To-
MOIIM OPTraHU3aL¥sM, UCTILITBIBAIOLINM HEA0CTaTOK 060poT-
HBIX CPEACTB AJIs OOHOBJIEHUS MaTepUaabHO-NIPOM3BOJICTBEH-
HOM 6a3el. Takum 00pazoM, naxke eciaw OOBEKT JM3MHTOBOI
clleNK OyAeT yUUThIBaThCs Ha GalaHce JM3MHIOlaTellsl, OH He
OyleT y4acTBOBAaTh B IIPOM3BOJCTBEHHOM LIMKIIE, TaK Kak (ak-
THUYECKH OTCYTCTBYET M HAUUCIATh aMOPTHU3ALMIO Ha TO, Yero
HET B HAJIMYWK, YBEJIMYMBAs TEM CaMbIM 3aTpaThl MpeANpHs-
THUA, HAJOT Ha MMYILECTBO M 3aHIDKas HAJIOroByro 0asy 1o
HaJIOTY Ha MpHOBLUTL He Halo. Ha Ham B3risij, B JaHHOM CITy-
Yyae OKa3aHue YCIYTd MOXHO PacCMOTPETh Kak TOProBIO, HO
TOJIKO KaK HEBMIOMMYIO (B HACTOALIEe BPEeMs €CTh TOHATHE
«HEBHUANMAs TOPTOBJIS», U HAM KaXXeTcs, OHO 31€Ch YMECTHO).
HeBuanmas TOproBisi — 3TO M €CTh yciyra, okasbIBaeMas
TPAHCHOPTHBIMHM KOMIAHUAMU TTPU TPAHCTIOPTUPOBKE TPY30B
Y MTACCAXKUPOB, 3aKITIOUEHHE CTPAXOBBIX JOTOBOPOB U IOTOBO-
POB C KPEIUTHBIMU YUPEXAECHUAMH, a Takxke, UYTO Haubojee
aKTyaJbHO JUTs HAC — 3TO c1aua 00beKTa B apeHIy TOXKeE Mpel-
CTaBIseT co00i HEBUAMMYIO TOpProBio [3 c. 928].

CerofiHsi, ecly OpraHW3aUys MPHU3HAET, YTO CHOCOO
OyXranTepcKoro y4era, yCTaHOBIEHHBI HOPMAaTHUBHBIMH 10~
KyMEHTaMHU, T103BOJISIET eii JOCTOBEPHO U MOJIHO OTPa3UTh XO-
3MCTBEHHbIE ONEPALMK, TO Y Hee OTHaAaeT He0OXOAUMOCTb
paccMaTprBaTh JaHHBIN BAPHAHT B yUeTHOM nonuTuke. B ciy-
Yae, eI Jk€ YCTaHOBJIEHHBII HOPMATUBHO CIMOCO0 He MO3BO-
JSIeT aNeKBaTHO OTPa3UTh (DaKThl XO3IUCTBEHHOM JKI3HU HITH
B 3aKOHOJATEJIbCTBE OTCYTCTBYET HOpMa, MOSABISAETCS HE00X0-
IUMOCTb OLEHUTh CIIOKHUBIIYIOCS CUTYAlHIO, BEIPabOTaTh 1
000CHOBaTh CHIOCO0 yueTa WM HOBbI, WM OTIUYHBII OT Cy-



