Will survive: midtier GEOs
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Aug. 28: While India’s top
three IT service providers
have been giving multina-
tional giants a run for their
money, the health of second
and third tier vendors have
been concerning  some.
There is enough food avail-
able; what is suspect is their
ability to eat it.

A study by market
research firm Forrester,
released this August, stated
market polarisation with the
top three players and pre-
dicted hard times for mid-
tier firms that do not spe-
cialise: “Fast growing and
enviably profitable, India’s
top three providers — Infos-
ys, Tata Consultancy Ser-
vices (TCS), and Wipro —
now drive almost half of
India’s total IT services
exports by value. While
Cognizant, HCL, and
Satyam  still hold their
ground and continue to
grow, most non specialised
and undifferentiated tier two
and tier three firms stand to
lose out.”

The report pointed out that
offshore stalwarts such as
Citibank and General Elec-
tric have been pressuring
their vendors in annual price
drills year over year. They
pushed their suppliers to
such a low price point that
these providers could not
invest enough to build spe-
cialisation or high-end
domain skills.

“The result? The majority
of sub-billion-dollar firms is
falling prey to a staff aug-
mentation deathtrap and is
increasing headcount with-
out corresponding returns,”
the study concludes,

While some mid-tier firms
agree with the observations

_and believe specialisation is
the way forward, there are

dissenting views as well.
Bengaluru-based  service
vendor Sonata Software is
one of them.

“l completely disagree
with the hypothesis though
it may be seen as public
denial of reality. Many firms
who had specialised — in
product lifecycle manage-
ment, outsourced product
development or telecom
products — have hit a
growth roadblock or are
making losses. In compari-
son, Sonata has been grow-
ing at 60 per cent over the
last five years. The theory is
a generalisation that may
hurt people like us,” presi-
dent and MD of Sonata
Software B. Ramaswamy
retorts.

A highly specialised serv-
ice line player can hit a
roadblock since the capabil-
ity many not account for
much of the client’s require-
ment. !

“If you only do Oracle
applications  implementa-
tion and don’t know any-
thing before or after, clients
will say ‘thank you’. Oracle
apps may be only 5 per cent
of the story. Similarly, if you
do only product lifecycle
management, .. .you . are
addressing only 5-10 per
cent of a client’s require-
ment. A customer may need
at least three more skills.
That’s where the breadth
comes in,” Ramaswamy
says.

However, CEO of NIT
Technologies Arvind
Thakur believes there is
place for both the specialist

as well as the scale player in
the market. “Large corpora-
tions have multi-vendor
strategies. Mid-sized com-
panies can compete on their
specialisation,” he says.
British Airways, for
instance, works with both
NIIT and the bigger ven-
dors. “They give us the
maximum business,”
Thakur expalins. The com-
pany has focused on select
industry segments to create
a differentiation. Travel and
Insurance are two of them.
Service line wise, the mid-
tier player offers application
development maintenance,
package  implementation,
managed services and BPO
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- enough breadth to keep
clients interested.

Smaller clients, he tells,
don’t want to work with
large service providers -
scale players may not give
them the flexibility -they
demand.

“The transformation deals
($50million-100million
plus) are for the scale play-
ers. But there are enough
$10million-$40 million
deals available,” the CEO
asserts.

Other smaller firms agree.
Infrastructure management
services vendor Microland
says the outsourcing market

is expanding and the larger
players are unable to pro-

vide the personalised serv-
ice and managément atten-
tion that mid-sized enter-
prises and SMBs deserve,
“So the story for tier-two
and tier-three providers is
not over — if anything, it
has just moved into an inter-
esting phase as outsourcing
becomes a' reality for
SMBs,” the firm’s head of
services-marketing, Anindo
Sengupta tells.

Besides attention from
senior management, it is the
partnership that is mutual
and not ope-way when it
comes to dealing with
smaller vendors, O of
Cybernet-SlashSupport
Shiva Ramani® argues.
“Large outsourcing
providers may not be too
happy with the size of the
business. Having said that,
all the large service firms
are also seen in mid market
deals and they are aggres-
sive,” he tells.

The bottom line: there is a
place for mid-tier players in
the global outsourcing mar-
ket provided they have cer-
tain fundamentals in place -
stable management, healthy
financial position as well as
ability to be responsive to
the customer.

“Global enterprises don’t
want to miss out on the
global delivery model, nor
do they want to deal with a
monolith. They want size
compatibility,” Sonata’s
Ramaswamy says.




