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Indian companies have built up an excellent 
reputation globally as leaders in software 
outsourcing and development. There are six 
leading firms in this field which are collectively 
known as SWITCH; these companies are 
Satyam, Wipro, Infosys, TCS, Cognizant and 
HCL. All are major players and employers, with 
each having revenue of more than US$16 billion 
for 2006.

This paper will examine some of the challenges 
Indian companies face as they seek to fulfill the 
flood of demand for their services, and why 
China is the logical service provider of talent and 
services they need, and how this will affect the 
future of software outsourcing globally. When it 
comes to size and scale of market, China is the 
last frontier for IT talent and is the only market 
which can come anywhere near the size of 
India’s IT pool of talent. Moreover, the gap in 
English skills is closing rapidly as the Chinese 
government is investing heavily both in hardware 
and software infrastructure for software 
outsourcing as a main export revenue earner for 
China, and the country is now poised to make a 
great leap forward in the field. Cultural and 
business challenges of entering China have 
forced Indian companies to re-examine their 
previous “go it alone” strategy.

Indian software outsourcing firms’ export 
revenue grew by 32.6 percent to US$31 billion 
for the 2006 financial year and the industry 
expects to achieve its export target of US$60 
billion by 2010, according to a Jan. 24, 2007 
article in the Financial Times (“Indian Outsourc-
ing Grows”) . They have also been successful in 
raising the average size of their contracts; with 

Indian companies now accounting for 7 percent 
of contracts worth US$50 million or more, com-
pared to just one percent in 2002.

The main competition the Indian software 
outsourcing giants now face are the multina-
tional IT services giants comprised of EDS, Cap 
Gemini, Accenture, IBM and Atos Origin. All of 
the companies have aggressive investment 
plans for the Indian market. Of this group, the 
three largest players all come from the US, with 
IBM’s revenues being the largest in 2006 at 
US$91.42 billion, followed by EDS with 
US$21.27 billion and Accenture with US$18.22 
billion. 

In June 2006 IBM announced that it would triple 
its investment in India to US$6 billion over the 
next three years. In 2004, the company paid 
about US$160 million to buy Daksh, a back-
office service firm. By 2006, the unit had 20,000 
employees. Going forward, IBM plans to aggres-
sively open new software service centers, 
innovation centers, and research and develop-
ment labs in Bangalore and New Delhi.

This aggressive demand for new recruits in 
technology has put the Indian SWITCH compa-
nies in direct competition for talent with the US 
and European IT services giants, and threatened 
the growth and expansion of Indian software 
outsourcing firms. Hiring has continued at a 
blistering pace; Nasscom has estimated that the 
Indian IT services sector employs 1.6 million in 
2007, up from 1.28 million in 2006.

This dramatic growth and demand for IT talent in 
India has brought with it some downside:
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Employee turnover is very high; in some cases 
it is approaching 70-80%;
Because India’s infrastructure (bandwidth and 
buildings) are limited, it has forced expansion 
into the second-tier Indian cities;
This forces companies to expand investment 
in infrastructure and to hire and train at the 
same time, further straining their resources;
The rise of the Indian rupee by 10% against 
the US dollar has put strong profit pressures 
on the Indian software outsourcing companies;
Already, there is a severe shortage of qualified 
IT talent with Indian wages going up 10-15% 
annually; forcing Indian companies to search 
elsewhere for talent

This demand for Indian IT personnel has 
challenged the depth of the Indian talent tool 
almost to the breaking point, and has forced the 
Indian software outsourcing companies to look 
outside the country to satisfy the demand.

Strains are already showing, with some smaller 
US and European clients complaining that the 
level of service they enjoyed before does not 
match with the quality of service they had 
previously received from Indian outsourcing 
firms. 

The greatest single challenge for the SWITCH 
companies is time; they do not have the luxury 
of being able to grow organically at the pace 
they have been used to. They need extra 
technical talent and infrastructure and they need 
it now. There are no other countries which have 
the population and depth of service-providing 
capability anywhere in the world except China.

Compared to India, China is much better known 
as the world’s global manufacturing center. 
While China has been a major leader in the 
development of new Internet companies and 
business models, it is relatively unknown as a 
source of software outsourcing development.

This situation is now rapidly changing. 

Economic development in China is largely 
charted out by the Chinese government, with 

policy decisions and incentives to encourage 
new industry development. The latest new 
Chinese economic policy directives came from 
the 17th party congress held in October 2007. 
The new policy directives are aimed at the 
encouragement of clean industries and services 
which do not pollute the environment and 
contribute higher value-added to the country’s 
exports.

Since software development and outsourcing fall 
within these directives, they are an industry 
which the Chinese government now encourages, 
opening up the Chinese market to foreign 
investment and participation. 

Helped by China’s university educational 
system, China’s tier one cities of Beijing and 
Shanghai already have a strong IT presence and 
serve as the homes for many new startups and 
venture capital firms, many of which have moved 
to China from the US to capitalize on China’s 
investment opportunities. Because of the strong 
demand for talented and experienced IT 
personnel, wages in the tier one cities are high, 
and it is difficult for a software outsourcing firm 
based only in those cities to compete 
internationally. 

This has led to a trend for Chinese software 
outsourcing companies to expand into the tier 
two cities to identify, find and hire IT talent. 
These cities are also home to excellent Chinese 
universities and an extensive pool of talent 
which is cheaper than in the tier one cities. 
Already, leading US multinationals are moving 
some of their manufacturing and development 
operations into these cities, some of which are in 
China’s inland provinces, and further away from 
the coastal seaboard where most of China’s 
development has occurred over the past 30 
years.

According to a report released by Dallas-based 
Alsbridge Consulting in June 2007, the next top 
10 Chinese cities for IT development will be:

Chengdu
Hangzhou
Guangzhou

●

●
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●

●
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Jinan
Nanjing
Shenyang
Shenzhen
Tianjin
Wuhan
Xian

(While not listed in the Alsbridge Consulting 
report, Dalian has already established an excel-
lent reputation for software outsourcing services, 
mainly to Japan. The leading software outsourc-
ing firm based in Dalian is Neusoft.)

In addition to their excellent universities, these 
cities also offer an economically-priced pool of IT 
talent. Many university graduates look for work 
in the cities they graduate from first, and have 
tended to gravitate to local Chinese businesses 
or state-owned enterprises. However, these 
individuals are often unhappy with their work 
since traditionally-run Chinese companies are 
run in a very top-down manner with power very 
tightly held by company management. This limits 
the opportunities to rise within management if 
performance is the main judgment criteria. 

This has created an opportunity for software 
outsourcing firms which have come from the US 
and have hired top-notch US talent to drive their 
expansion, such as Symbio and Augmentum. In 
addition to their headquarters in Beijing and 
Shanghai respectively, both companies are 
aggressively hiring in the tier two cities. These 
companies are now in a major talent grab in the 
tier two cities.

Compared to the growth of the Chinese 
outsourcing firms, the hyper-growth of the Indian 
firms looks wobbly. While India has a large pool 
of talent, it has been largely tapped out by 
demand from overseas and wage inflation and 
job-hopping have become the norm. Project 
leads are in especially high demand. India’s 
hardware infrastructure is also very thin; it does 
not have the kind of government support and 
drive for rapid development which the Chinese 
government has shown. The Chinese 
government has shown that when it is convinced

an industry or investment deal is good for China, 
it can move resources to get it done remarkably 
quickly.

When comparing China’s tier two cities to India’s 
tier two cities, China’s are infinitely better in 
education and hardware infrastructure, including 
roads, water, electricity, broadband access and 
office space. In addition, the Chinese have been 
aggressively courting outside investment for 
years. Investment deals in India take months, 
even years to negotiate, but in China, as long as 
the mayor and city government get behind a 
deal, it can be completed within a very short 
time. Moreover, since the office buildings are 
already there, all the investor has to do is focus 
on hiring and training personnel. Since many of 
the personnel have already been working in 
Chinese companies for several years, it is only a 
question of hiring them and bringing them up to 
speed quickly enough. 

Most of the technical talent in the Chinese tier 
two cities are looking for a western style of 
management where they can contribute and be 
heard by management. To complete projects on 
budget and on-time, they rely on project 
management tools which are available on the 
company intranet. These tools are now all 
Internet-enabled, which means that projects can 
be safely and efficiently handled regardless of 
where the team members are. The leading 
software outsourcing companies encourage a 
team atmosphere to get projects done, which is 
particularly familiar to American companies.

For many American companies considering 
software outsourcing for the first time, many are 
afraid of China fearing that their intellectual 
property will be stolen. Knowing this, the leading 
Chinese software outsourcing firms offer to sign 
IP agreements with their American customers 
which are governed by US intellectual property 
laws.

Looking at it in these terms, the Indian IT talent 
pool is almost completely tapped out by strong 
demand, while the talent pool in China’s 
second-tier cities has just begun to be tapped.

●
●
●
●
●
●
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Since the infrastructure in these tier-two cities is 
much better developed than in India, the 
Chinese can be brought online much faster than 
any future Indian talent which needs to be 
educated, then trained. Then, on the hardware 
side, the buildings, roads and infrastructure need 
to be built. There is no way that Indian compa-
nies can meet this demand quickly enough by 
relying only on domestic sources.

Returning to the figures quoted in the Financial 
Times at the beginning of this article, the Indian 
software industry would have to nearly double 
capacity by US$29 billion to grow export 
revenue from US$31 billion in 2007 to meet the 
Indian software association’s target of US$60 
billion in 2010. In addition to the tight manpower 
constraints in India, they also have to fight off 
Accenture, IBM and the world’s leading IT 
service giants for talent, as well as dealing with a 
rupee which has risen by 10% against the US 
dollar in 2007 alone.

The position of this paper is that the Indian 
SWITCH companies cannot maintain their 
current growth levels or hope to achieve the 
export revenue target of US$60 billion in 2010 
without an aggressive strategy to expand devel-
opment capabilities in China. On the Indian 
wage side of the equation they are facing severe 
competition for talent from IBM and Accenture. 
On the customer side they are facing severe 
downward price pressure from the same compa-
nies which are moving to an Indian cost struc-
ture, giving them more price flexibility to com-
pete with the SWITCH companies and putting a 
growth cap on the size of high-value contracts 
for the Indian firms.

Against this backdrop, IDG released a report in 
July 2007 stating that according to their Global 
Delivery Index, Chinese cities would overtake 
Bangalore, Manila and Mumbai as the highest-
ranked offshore global delivery centers by 2011. 
According to Conrad Chang, then  IDC’s 
research manager for Asia-Pacific business 
process outsourcing research, what differenti-
ates the leading cities from the rest is “focus on 
deal-clinching factors” such as agent skills and

political risk.

In an effort to develop a presence in China, all of 
the major Indian software outsourcing firms have 
made China a top priority. They see it first as a 
major source of technical developers, and later 
as a major market for their services since both 
India and China have huge populations of more 
than one billion persons each, and it would be 
inconceivable to not have a presence in either 
growth market.

In 2003 the Indian firms made their first moves 
to enter the Chinese market by setting up their 
own offices. For the most part, this strategy 
failed because:

While Chinese IT university graduates were 
familiar with the mainly US IT services giants, 
very few knew about the Indian software 
outsourcing firms;
Because they had so little contact with the 
Indians, Chinese were reluctant to work for 
them,  instead preferring to work for the US, 
European, Japanese and Chinese firms;
For the most part, the Indian companies tried 
to enter the Chinese tier one cities, which are 
China’s most cosmopolitan, competitive and 
expensive cities and have a shortage of IT 
talent

On the business side, the Indians also were not 
familiar with the Chinese way of doing business. 
Chinese spend considerable time getting to 
know the other party as person/s; it is not 
unusual for parties to meet several times over 
dinner, drinking and socializing without business 
even being discussed. Only when both parties 
are comfortable with each other will the subject 
of business and investment be brought up.

Because the Indians did not have prior business 
and investment experience in China, they 
offered their terms for investment, often on the 
first visit. For the Chinese, there was no context 
for them to judge the deals, and the Indians 
were given a polite but firm no.  

Now, with all the pressure to deliver more 
software outsourcing from their companies,

●
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the Indian companies are taking a second look 
at the Chinese market. Most Indian companies 
are now aware that the best way to enter the 
Chinese market is through China’s second-tier 
cities. Some of the models they are adopting 
are:

Identifying and partnering with a Chinese city 
government in a second-tier city. In return for 
investment incentives, they guarantee to 
create x number of job opportunities for 
university graduates and recent university 
graduates.
Forming a joint venture company with a 
Chinese city government. This is a much more 
tightly integrated entity than the previous 
example which would bind the JV closely to 
one Chinese city.
Identifying a leading Chinese software 
outsourcing firm, and forming a BOT (build, 
operate and transfer) operation where the 
Indian company commits a certain value of 
contracts and the Chinese company commits 
a certain number of technical persons devoted 
to contract delivery. At a negotiated point in 
time, the Chinese company transfers opera-
tions to the Indian company.

Each of the models has its pluses, minuses and 
unique risks. There is one macro-economic 
factor which affects all, and that is that the 
Chinese yuan has risen by only 5.2 percent 
against the US dollar in 2007, while the Indian 
rupee has risen 10 percent. In a business where 
operating margins can be very tight, this can 
become a major factor.

While the Indian companies are expanding their 
China operations for delivery, the leading 
Chinese software outsourcing firms including 
Symbio, Augmentum and Neusoft are all hiring 
top-caliber sales, marketing and business 
development personnel with North American, 
European and Japanese experience so that they 
can establish direct sales relationships with firms 
in those major markets. As they expand their 
presence in these markets, it is conceivable that 
they will compete with their Indian competitors 
and partners on the same projects. In addition, 
the Chinese companies are stepping up 

expansion in the Chinese domestic market since 
that will soon become a major software market 
in the future. So far, the Indian companies have 
not been able to rapidly build up their Chinese 
market sales and bizdev teams; this will become 
a high priority for them.

It remains to be seen how the Indian-Chinese 
relationship develops; it’s likely that each com-
pany will develop its own best model based on 
how much trust they develop in their individual 
relationships and how well their business 
cultures mesh. In the short-term, the main 
beneficiary will be buyers of software outsourc-
ing services; they will be able to tap into a larger 
pool of technology talent and will have a wider 
range of available services at competitive prices. 
On high-value contracts of more than US$50 
million, it will be virtually impossible for the 
Indian companies to hide their North 
American/European customers from their 
Chinese technical personnel if their projects are 
done in China. Some will continue to buy from 
the Indian outsourcing firms they have dealt with 
in the past; others will choose to work directly 
with the Chinese software outsourcing firms.

It is highly likely that market forces will drive a 
round of consolidation among the Indian and 
Chinese companies in the near future. Right 
now, it is too early to say what form this will take. 
When it does take place, it is likely to take place 
fairly quickly; customers will drive this along with 
an impending shortage of technology talent. It 
will then become a question of which companies 
can scale the market the best.

Software outsourcing isn’t just about India 
anymore.
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