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Why outsource?

Issues

1.  Industry. Many software development firms specialize in certain industries. 
Examples include (but are certainly not limited to): finance, healthcare, manufacturing 
and retail. You can save a lot of time and headaches by working with a group that 
understands the language and scope of your business.

22.  Size. Not unlike other service businesses, large firms tend to work with other large 
firms, and small to mid-size firms are often best served by similarly sized providers. 
Reasons for this include:

Large companies typically need many resources to handle the volume and diversity 
of their software needs. 

Large companies on either side of the agreement often share similar traits like a 
formal hierarchy, rigid process controls and cultures that value group work over 
individual performance. They ‘get’ each other’s internal workings, including multiple 
levels of  review and the extended timelines that go with that.

SSmall to mid-size companies tend to be nimbler and quicker. They need resources 
that respond to that.

Cultures in small to mid-sized companies vary greatly, but entrepreneurialism is 
often valued.

The reasons for outsourcing generally fall into four categories:

     Budget                      Lower current overhead, or control costs on a particular project. 

     Expertise                  Tap specialized or niche skills not available in-house.

     Flexibility                  Scale resources up or down as needed. 

     Increase time          Speed up development with more “arms and legs”.

OOf course, many times businesses have multiple reasons for outsourcing. The key is to 
understand your own reasons for considering outsourcing, and then determine 
whether offshore outsourcing is the best solution to meet those needs.  For instance, 
while this white paper is aimed at educating readers about offshore outsourcing, there 
are onshore options as well. Those options include bringing consultants on-site, hiring 
an off-site group to handle particular functions or projects, reallocating resources 
within your organization – and many more. 

SSo assuming that offshore outsourcing is a viable option for you, there are a number of 
other issues to consider as you determine where, how and who you will use to help 
with your software development.

to market
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Small to mid-sized companies are usually looking for lower costs than big 
suppliers can offer. 

3.  Technical requirements. Some companies are looking to send their repetitive, 
time-consuming QA tasks abroad. Others need highly specialized skills in iOS & 
Android apps, business intelligence, sophisticated web UI development, or QA 
automation.  And of course there is every kind of technical requirement in between. Be 
sure to match your needs with the skill set of the provider you choose. 

44.  Lead and turnaround times. You know your own company – where the bottlenecks 
are, when you need to build in extra time for review, or whose projects tend to be 
disruptive. You know where you need structure and where you need flexibility. Discuss 
these things realistically with potential providers. 

55.  Processes and methodologies. Your company may be loose with these things, or 
very strict. If you follow waterfall, agile or some other protocol, make sure the providers 
you interview are comfortable working with your methodologies. Some providers are 
flexible, others want to dictate process and methodology. Be realistic about what works 
for your organization and what doesn’t.  It may be useful for you to find a provider who 
can help establish processes.

Checklist

1. Determine and prioritize your reasons for considering outsourcing.  
2. Evaluate all possible solutions to your need(s).
3. As you look deeper into outsourcing, realistically evaluate your own company’s size,    
      culture, processes and timelines. Be candid with providers when you discuss these     
  things. 



Reality Check: The real costs of outsourcing

Rate ≠ total cost

Of course, rate is a factor in most decisions to look offshore for software development 
help. But the bottom line in software development is that, however you manage it, you 
need a model that produces the best quality software at a financially sustainable cost. 
In other words, you need to balance quality and price to get the best value.

TThe fact is, if you only shop rate when looking for an offshore resource, you may end up 
sabotaging your own low-cost goal. Experts suggest that labor’s contribution to the 
total cost of outsourcing falls between 60% and 80%, and there is an inverse 
relationship between low rates and add-on costs. Aberdeen Group’s research has 
shown that 76% of offshore outsourcing customers report that their project 
administration and vendor management costs are significantly higher than anticipated. 

Outsourcing related costs

LLet’s review some of the most common, non-direct costs of outsourcing.

1. Vendor selection. This process usually takes several months, at least. Wise users of 
outsourced software development take their time pre-screening and conducting due 
diligence on potential vendors. Selection costs include:

If possible, it is best to further vet your selection’s capabilities with a pilot project. 

2. Transition. Costs will actually increase during transition when you will need internal 
resources to:

Documenting requirements

Creating an RFP

Distributing RFPs

Evaluating responses

Travel expenses for on-site 
evaluations

CContract creation/legal fees

Facilitate on-boarding

Transfer knowledge

Implement new processes and systems for information sharing
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$35/hr Rate (Mid)

(Low)

(High)

(High)

(Low)

(Mid)

(Mid)

(Low)

(High)

7,000 hrs Productivity 

$245,000 Cost 

A
OUTSOURCER 

$25/hr Rate

10,000  hrs Productivity

$250,000 Cost 

B
OUTSOURCER 

$40/hr  Rate

6, 020  hrs Productivity 

$240,800 Cost

C
OUTSOURCER 

10,000  hrs

6, 020  hrs
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3. Ramp-up. Organizations need to understand how long the start-up of an 
outsourcing relationship can be – up to a year for complex applications and domains. 
Plus you should consider bringing parts of the development team together on each 
other’s shores to build teamwork and align goals.  Outsourcing firms with high turnover 
make this an on-going need.

44. Cultural costs, including communication and coordination. At first there can be a 
loss of productivity based on cultural/communication barriers. People from different 
countries have differing work norms and can misinterpret informal communication. 
Reaching a new norm within your software development team takes time, patience and 
willingness on both sides to learn. Onshore account/delivery management by the 
outsourced vendor can be very helpful in reducing these misunderstandings and 
speeding up the onboarding process. 

Total cost = rate * productivity

Clearly, beginning an outsourcing relationship can be costly. Even sustaining the 
relationship has overhead and communication costs that never go away. But the key to 
understanding your actual costs for outsourced software development is in 
understanding your team’s long-term productivity. Rate is just one factor – an 
individual unit cost for labor. Your actual cost is rate times productivity.
  
FFor instance in Illustration A, Outsourcer A charges an average rate of $35/hour and 
produces results at average efficiency – which amounts to 7,000 hours in this example.  
Total cost for the project comes in at $245,000. If you only shopped rate, Outsourcer B 
might look like an attractive alternative with their $25/hour rate, which is nearly 30% 
less than Outsourcer A. But what if Outsourcer B’s productivity also comes in at 30% 
less, bringing the final cost for the project to $250,000? In this scenario, Outsourcer B 

with the lower rate actually costs you 2% 
more. And while that cost difference is 
minimal, the 3,000 extra hours to do the 
job aren’t.  

NNow let’s take a look at Outsourcer C who 
charges a premium rate of $40/hour, 
which is a 14% increase over the average 
of $35/hour. While their rate is higher, so 
is their productivity. Taken at an even 14% 
increase in productivity, this outsourcer is 
able to complete your project in 6020 
hohours, which comes to a total cost of 
$240,800. In this scenario, Outsourcer C is 
actually the least expensive option, and 
you have invested fewer hours to get 
there.Illustration A
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Of course, gauging efficiency is difficult and it takes time to collect data. Plus, you want 
to evaluate these things before you commit to a provider. While higher rates imply 
more competent personnel, how can you be sure? These attributes are difficult to 
measure, so it often comes down to ‘fit.’ You need to understand your own company’s 
needs and work style, strengths, weaknesses, budgets, timelines, etc.  For instance, are 
you process or results driven? Look for a partner who understands your priorities.  Also, 
are you truly prepared for this change management, from the short-term loss of 
prproductivity and other costs, to the long-term change in how work gets done? After you 
have carefully examined your own organization, then determine whether the 
outsourcer can fill your gaps and respond well to your culture.  

Checklist

1. Do your research. Read as much as you can about unforeseen and even hidden      
  costs of offshore outsourcing. Interview colleagues who have outsourced to learn    
  from their experiences. 

2. Gather information on vendor needs and requirements, as well as time estimates on  
  projects similar to those you will be outsourcing.

33. Create a model into which you can insert metrics , including communication and     
  human resource management costs, legal fees and technical (infrastructure) costs.  



Choose a partner, not just a vendor           

So you’ve realistically weighed the plusses as well as the minuses, done your research 
and put out an RFP. You realize there are more things to evaluate than just rate, but 
many of these are soft attributes. How do you evaluate culture or “fit?” 

Finding a cultural fit

AAs discussed in the beginning of this white paper, large companies tend to share 
certain attributes, and small-medium ones share other attributes. Industries also 
share attributes. Banking and finance are highly regulated and formal. Manufacturing 
tends to be process-driven, valuing creativity and results. Retail is more market-driven 
and flexible, and information services tend toward entrepreneurialism. Look for 
attributes in an offshore supplier that you value in employees. For instance:

A vendor who displays attributes most like your employees is probably the best fit for 
your organization. Also, look for a vendor who has experience in your industry. Besides 
the obvious short cuts with jargon and industry knowledge, a vendor who has worked 
in your industry has already proven it “fits” with organizations like yours. 

Find a partner who chooses you too

GGood suppliers are in high demand. They may be looking for new business, but they 
look for clients who fall into their sweet spot for productivity and success. These 
vendors are not going after new business with a shotgun. They are aiming for a certain 
kind of client. These may be defined by project size, company size, industry, application 
expertise – and so on. The bottom line is that you want to make sure your partner sees 
you as a good fit for them, too. This will dramatically increase your chances for success.

Look for deep communication skills and transparency

WWe all tend to hire on the hard skills – does the employee or vendor have the skill set 
to perform the job or project? But we form long-term relationships with employees or 
vendors who have strong soft skills. That is, people who can communicate needs 
clearly, are adaptable to changing circumstances, work around obstacles to get things 
done, etc.  When evaluating offshore software development partners, you need:

Detail orientation vs. big picture thinking 

Prescribed process follower vs. flexible worker 

Formal vs. informal communicator

Strong English language skills – beyond the first layer of communicators.

Accessibility to all (or at least most) team members.
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Checklist

1. Find a cultural fit with your organization. Similar size and processes, as well as      
  experience in your industry are good signs.

2. Make sure the software provider sees a good fit with you too, and isn’t just adding    
  clients to their roster.

33. Go deeper than just the frontline coordinators when asking about English and      
  communication skills. You want to be able to communicate with your entire team.

4. Look for a partner who is investing in you. Are they willing to add staff for your      
  project(s), or provide training in your business or technology? 

 

adding little value to the projects you give them, or a true partner who sees your 
relationship as a long-term investment. 

 

Two-way investment

FFinally, you also want a development 
partner who invests in you. A strong 
vendor will demonstrate willingness 
to invest in the relationship, 
expecting it to pay off over the long 
term. They may add staff for your 
project, invest time in training, 
enencourage outside reading and 
learning on your industry or 
systems, etc. You can tell with a few 
pointed questions whether a 
development firm is an order-taker, 

Dedicated teams who know their clients’ methods and processes. 

Some overlap in work hours.

Illustration B
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Manage the relationship          

Considering the overwhelming amount of research pointing to the importance of 
relationships and teamwork in business, this soft side of outsourcing is too often 
undervalued and left unattended. Yet, according to experts like Patrick Lencioni, author 
of The Five Dysfunctions of a Team, “ . . . It is teamwork,” not finance, strategy or 
technology, “. . . that remains the ultimate competitive advantage both because it is so 
powerful and so rare.” 

Team building in a 21st century world

WWhile aphorisms for teamwork in business abound, Amy C. Edmondson, a Harvard 
Business School researcher and professor who has been studying teamwork for 
decades, has seen a shift in how teams need to perform today. “We’ve seen fewer 
stable, well-designed, well-composed teams, simply because of the nature of the work, 
which is more uncertain and dynamic than before . . .” she says in her book, Teaming: 
How Organizations Learn, Innovate, and Compete in the Knowledge Economy.

AAccording to Edmondson, people in today’s business world need to get good at 
“teaming.” That is, establishing relationships quickly, which requires interpersonal 
awareness, skilled inquiry and the ability to teach others. Team members need to get 
comfortable with learning and executing at the same time. In fact, outsourced teams 
and Agile methodology fit well into this paradigm, but making outsourced teams work 
requires diligence in communication, follow up and accountability. 

Getting to trust through teamwork and accountability

EEdmondson also notes that the nature of many businesses today stands directly in the 
way of establishing trust. “The reality of hierarchical social systems is that people hold 
deeply ingrained, taken-for-granted beliefs that it’s dangerous to speak up or disagree 
with those in power,” she notes.

SSo how do you get people – especially people separated by thousands of miles, an 
ocean and cultural differences – to truly trust each other so they can build powerhouse 
teams? While it helps when top management models it, trust can be established from 
the ground up by emphasizing teamwork and accountability. In doing this, bonds 
tighten, the team grows stronger and you get better results.

Start by rewarding accountability  

DDysfunctional teams and systems avoid accountability.  Individuals are not backed up 
by the team, and a blaming culture results in which mistakes are not acknowledged by 
the players, until someone is eventually blamed or scapegoated. Accountability crushes 
the individual, so individuals avoid it.
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Illustration C

In functional teams, team members are more willing to be accountable because they 
are rewarded for it.  The team recognizes that mistakes happen, supporting the 
individual while he/she corrects mistakes, possibly even building a better product as a 
result of the trial-and-error process. The important piece of this is that corrections are 
made. A functional atmosphere does not gloss over problems, it deals realistically with 
them. 

TThus, by beginning with accountability that rewards the individual, you can start to 
build a stronger team. People will rally around each other when they all benefit from it. 
This, in turn, creates a culture that allows more risk, creating a culture of continuous 
improvement. All of which leads to the Holy Grail of trust.

In an outsourcing relationship, 
accountability, teamwork and trust have 
to be consciously cultivated on all sides. 
Setting up a structure for this requires:

3. Communicator/project management roles to facilitate better, quicker            
  communication between technical parties. 

4. Recognition and acceptance that informal communication will happen and can      
  result in better, quicker results. 

5. Clear responsibilities for all members. That is, each individual understands his/her   
  priorities on a daily and weekly basis. 

66. Regular communication across various media, including both planned and              
  unplanned meetings. Email, skype, instant messaging and phone are all common    
  ways  to interact quickly and effectively.

Beyond formalizing your relationship and lines of communication, you also need to 
make a few agreements and commitments to the partner relationship, and them to 
you.  

Commit to working through issues, especially within the first six months. If things 
don’t improve by then, you may have a larger problem. 

7. Transparency, meaning direct access to responsible team members within         
  reasonable limits, including language capabilities. 

1. Formalized roles so that team members    
  know who reports to whom, and how     
  the  parts of the team relate to one     
  another.

2. Recognition and acceptance of informal  
  relationships, using these to get things   
  done.
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General contact           Minneapolis office            New York office           Boston office           Minsk office
1600 Utica Ave S,
Suite 120
Minneapolis, MN, 55416
Tel. 612-279-6262

140 Broadway,
Suite 460
New York, NY 10005
Tel. 212-225-8282

15 New England,
Executive Park
Burlington, MA 01803
Tel. 339-234-5996

5 Chapaeva str,
Minsk
Belarus, 220034
Tel. 375 17 2945161

Tel. 877-502-5619

Insist on a getting a core team who will continue to be accountable for the project 
over time from your outsourcer
Insist on transparency. This means full access to your team, beyond the 
front-facing communicator(s), but within the constraints of language capacity too.

Look to the long-term. That is, success after a year or two. Bumps along the way 
will happen. But learning from these and moving forward strengthens the 
relationship and opportunity for success. Make sure that you, and your 
outsourcing partner, are learning as you go.

Checklist

1. You’ve chosen your partner, now commit to the relationship. Start-up is like your     
  first middle school dance. Both sides are eager, but unsure and a little awkward.     
  Give it some time to get familiar with each other.

2. Don’t look to management to build an atmosphere of trust. Build trust within your    
  team by rewarding accountability, unity and moving forward. 

33. Formalize roles and processes, but recognize the value and input that comes from    
  informal communication. 

 

Conclusion to Part 1

SSuccessful outsourcing does not just happen. Relationships that work well involve a 
deep initial investment of discovery and examination, including a realistic look at your 
own organization’s strengths, needs and idiosyncrasies.  The process of finding a 
long-lasting partner will take months, and possibly even more.  Recognize everything 
that goes into the cost of outsourcing, including selection and transition costs, as well 
as the on-going costs of coordinating with a partner. In the end there are plenty of 
advantages to be realized by outsourcing some or all of your software development, but 
itit takes attention to detail, constant communication and a willingness to work through 
issues to build a cohesive team.

 


