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GloBus Insight Brief™ 

 

 

The GloBus Insight Brief™ series covers strategic and operational challenges in the areas of 

information technology offshoring (ITO) and business process offshoring (BPO) in the form of 

periodic, insightful and independent reports, which organizations can immediately apply for 

business advantage. 

 

More information: www.globusresearch.com/insight.htm  
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GloBus Research Ltd. is a global business management consultancy helping companies address 

strategic and operational challenges in the areas of services offshoring, intercultural collaboration, 

and investment decisions. 
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Quo Vadis, India’s Offshore Rate Cards? 

 

 

Essential background information for clients negotiating contracts with India’s offshore 

service providers 

 

by Dr Wolfgang Messner 

 

Executive Summary 
 

In 2011 and 2012, firms will restructure their offshore outsourcing contracts and enter rate 

card negotiations with their providers. Offshore rate cards are influenced by nine overarching 

industry factors. If India’s offshore service providers want to maintain their profitability, 

clients will have to expect a rate increase between six and nine per cent. While some providers 

boost full sales pipelines and will be unwilling to sacrifice profitability for discounts, other 

multi-national providers are currently struggling to meet their headquarters’ offshore 

penetration targets in some geographies and will go a long way to pocket more deals. 

However, providers will try to recover from such discounts via shortcuts potentially leading to 

mid-term delivery problems and long-term pressures to increase rates even further. 

 

Questions & Answers 
 

• What impacts the offshore rate card? 

• Are the rates going up or down? 

• How is the offshore provider going to react to rate negotiations? 
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Increasingly, offshoring IT and BPO work to India is seen as an opportunity not to only reap 

savings in costs, but also to industrialize the delivery process. As the market slowly comes out 

of a recession, firms are thinking about restructuring their contracts with offshore providers. 

We notice that: 

• Clients negotiate offshore rates with their providers – but don’t know the fair market 

rate. 

• Clients are going through a provider consolidation process and allocate more volume 

to selected providers. Still, providers cite margin pressures and are unwilling to give 

sizeable discounts. 

• Clients overestimate the measures available to an offshore provider to recover from 

discounts. 

The following are the top nine factors which will influence India’s offshore cost rates in 

ITO and BPO projects in the second half of 2011 and 2012. 

Factor 1: Direct Cost Percentage / Overhead Ratio 

Indian offshore providers achieved savings of 5 to 6 per cent of their operating costs during 

the recession of 2008-09 and are continuing with their efforts in light of an on-going weak 

economy. They have also implemented measures to reduce their bench, i.e. the number of 

people being idle and waiting for a project. As a rough guideline across the industry, about 45 

per cent of the costs are directly attributable to an Indian consultant; the remaining 55 per cent 

are overhead costs. 

Firms of Indian Origin (FIOs, also called ‘pure-players’) have long had a competitive cost 

advantage over multi-national companies (MNCs) due to their reduced onsite presence and 

lower salary levels in India. However, as well as MNCs are currently investing into better 

industrialized delivery models in order to keep up with the FIOs, the FIOs themselves are 

expanding into the Western world and strengthening their onsite presence. This requires an 

initial and on-going investment into more expensive employees, which at the end of the day, 

adds to the overhead of the cost rates. 
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Factor 2: Staffing Pyramid 

A major driver of offshore rate costs is the staffing pyramid. Clients may believe that they pay 

a rate per level, however, as there is a scarcity of experienced senior consultants and middle 

managers, their rates are often ‘subsidized’ through the rates charged for the most junior 

people. After all, annual salaries start at USD 5,000 for new joiners (so-called ‘freshers’) and 

can easily go up to and beyond USD 40,000 for project managers with no end at the pay scale 

for Directors and Vice Presidents.1 On the other hand, end-client charge-out rates for project 

managers are at most a factor of 2.5 or 3.0 as compared to freshers thus not entirely recovering 

the salary costs. 

Offshore providers are moving towards hiring more and more freshers rather than already 

experienced personnel in order to make full use of the salary leverage at the lower end of the 

pyramid. For instance, in 2011 Wipro aims to recruit 70 per cent of new joiners directly from 

campus – up from 45 per cent in 2010.2 They also take more and more science and commerce 

graduates on board rather than graduates form computing and engineering disciplines. This is 

partly driven by the lack of qualified engineering graduates, but is also a means of further 

lowering the average entry-level salaries. Also, science and commerce graduates are more likely 

to stay with the same company and work in the same project for a longer period of time as 

they will need to gather knowledge and experience for a longer time before they can prove 

their worth as an experienced resource to another employer. 

Factor 3: Mark-up Requirements 

The mark-up is a factor leading from an internal cost rate to the end-client-billable charge out 

rate (COR). Standard industry mark-up factors are currently in the range of 2.5 to 3.0. For 

instance, if the fully-loaded internal cost rate is USD 100 for an Indian consultant, the direct 

                                                           
1 See the table with salary bandwidth in the book ‘Working with India’ by Wolfgang Messner (Springer 2008, p81): 

http://www.globusresearch.com/workingwithindia.htm. 

2 See the Financial Times article by M Palmer and J Fontanella-Khan on ‘Fresh Blood at heart of Wipro’s Revamp’ of 15 May 

2011 http://www.ft.com/cms/s/2/6416a0f8-7f21-11e0-b239-00144feabdc0.html (accessed 13 Jun 2011). Azim Premji, chairman 

and majority owner of Wipro is quoted as:  “I think we have enough people in middle management and supervisory levels. We 

don’t want to be top-heavy. What we are doing is recruiting 70 per cent of our people from campus now. Whereas last year, we 

recruited just 45 per cent from campus”.  
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cost rate would be around USD 45, and the offered COR around USD 135 taking a mark-up 

of 3.0 into account. This leaves an effective margin of 35 per cent to the provider and in case 

of multi-national companies where the offshore unit is a cost centre, this earning goes to the 

front-office organization in the respective geography. A 35 per cent margin may sound high, 

however, for a multi-national company effectively earning USD 35 per headcount per 

chargeable day can only make sense when multiplied with big offshore team sizes. 

These mark-up requirements are typically set by the company headquarters and are a major 

driving factor for the cost rates. 

Factor 4: Market Demand and Sales Pipeline 

Nasscom, India’s IT and BPO outsourcing body, expects revenues to rise at least 15 per cent 

in 2011 to about USD 70bn.3 Most offshore providers currently report a full sales pipeline and 

thus expect their revenues to grow. Some even have a problem to cater to all client requests 

for information (RfI) or for a proposal (RfP) leaving business behind on the street. They will 

take a tough stand in any rate or contract negotiations. 

Some very well-known multi-national providers, on the other hand, have trouble filling 

their sales pipeline and meeting their headquarters’ India penetration targets for some markets. 

Such providers will lower their mark-up requirements on the cost rate of their India staff to an 

absolute acceptable minimum in order to win and keep deals. 

It is extremely difficult for a client to estimate in which situation a provider currently is in 

as headcount numbers per geography or industry area are never reported honestly. Probably 

the best idea to get a grasp of the situation is to ask for a list of the ten top projects in one 

country and verify the India headcount numbers directly with the client. It will be a surprise 

how many well-known providers will struggle to put this list together, but instead come up 

with lame excuses like client confidentiality.  

                                                           
3 See the Financial Times article by M Watkins and J Fontanella-Khan on ‘Indian IT Outsourcers Face Fresh Challenges’ of 12 Jun 

2011 http://www.ft.com/cms/s/2/8cb5b302-952c-11e0-a648-00144feab49a.html#axzz1P97tjLhN (accessed 12 Jun 2011). 
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Factor 5: Salary Levels 

While attrition rates in India have come temporarily down during the recessionary period of 

2008 to 2009, today, demand for qualified IT engineers and BPO agents again outmatches 

supply. Especially scarce are experienced middle managers, team leads, and technical 

respectively business domain experts. Job hopping has become the norm again with many 

Indian employees having four job offers in their pockets at any point of time offering them 

double the salary. 

This leads to attrition rates of 20 per cent and more in many companies.4 In addition, the 

second quarter of every year is the time for performance reviews, annual promotions, and 

bonus payments enabling employees to switch companies towards mid of the year without loss 

in bonus payment. In most companies, annual salary hikes are again in double digits as before 

the recession. 

Factor 6: Employer Attractiveness / Attrition Levels 

During the last recession, Indian employees have learnt to value a ‘good’ employer which 

keeps them on the payroll during difficult times and they not only look at salary hikes 

anymore. Such reputable organizations with challenging work for their employees and a good 

learning/training environment will experience less attrition than others. Attrition leads to a loss 

of knowledge in ongoing projects; the retaining and regaining of knowledge has to be managed 

pro-actively and at the end of the day, it will be included into the cost rates. 

Factor 7: Currency Exchange Rates 

To Indian offshore providers, currency fluctuations can mean both a substantial reduction in 

revenue realized as well as an unexpected earning opportunity. 

                                                           
4 There is no industry-standard for measuring attrition rates; it is not possible to compare different providers based on reported 

attrition rates. Also, attrition rates are rarely ever honestly reported. For the client, the provider’s attrition rate is irrelevant, much 

more important is the project-related fluctuation rate. 
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As Figure A shows, the USD was trading at an average of 44.89 against the INR over the 

last five years, with a period low of 39.29 and a period high of 51.79. It is currently at 44.85 

down from 45.23 at the beginning of 2011; the 2011-linear trendline shows a downward trend 

of - 0.67 per cent. The EUR was trading at an average of 61.84 over the last five years, with a 

low of 54.57 and a high of 70.87. It is currently at 64.67 up from 59.81 at the beginning of 

2011; the 2011-linear trendline shows a growth of 3.1 per cent. And the GBP was trading at an 

average of 77.87 against the INR over the last five years, with a low of 66.61 and a high of 

88.23. It is currently at 73.69 up from 69.96 at the beginning of 2011; the 2011-linear trendline 

shows a growth of 1.2 per cent. 

While Indian offshore providers certainly occur some front-office expenses in foreign 

currency, such as expenses during onsite assignments and the staffing of representative or 

marketing offices, an estimated 60 per cent of their cost basis is in the local Indian Rupee 

(INR) currency and thus currency fluctuations can mean less or more Rupees in their hands. 

For contracts in USD, Indian providers will get less and less Rupees into their hands due to 

the downward currency exchange trendline; for EUR and GBP contracts, on the other hand, 

they will be able to pocket more and more Rupees due to the upward trendline. Most 

providers are, to some extent, hedged against currency risks through forward contracts on a 

rolling-over half-yearly basis,5 however, the trendlines clearly reflect where the journey will go 

to in the next year. For contracts with European and British customers, if the trend continues, 

they can expect to get more Rupees for every billed EUR or GBP making them attractive 

contract currencies. For North American clients and contracts in USD, offshore providers will 

most likely need to adjust their rates as they are able to pocket less and less Rupees if the trend 

of the falling dollar continues. Currency strategists currently see no recovery for the dollar in 

the near term. 

                                                           
5 Forwards and options are preferred as short-term hedging instruments of one, three or six months, while swaps as long-term 

instruments are rarely used in the IT services industry. See the research paper by A Sivakumar and R Sarkar from IIT Kanpur on 

‘Corporate Hedging for Foreign Exchange Risk in India’ 

http://www.iitk.ac.in/infocell/announce/convention/papers/Marketing,%20Finance%20and%20International%20Strategy-07-

Anuradha%20Sivakumar%20Runa%20Sarkar.pdf (May 2008; accessed 12 Jun 2011). 
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Figure A: Fluctuating exchange rates against the Indian Rupee6 

                                                           
6 Rates from http://www.oanda.com.  

38.0

40.0

42.0

44.0

46.0

48.0

50.0

52.0

54.0

44.0

44.5

45.0

45.5

46.0

46.5
5-year chart 2011 chart with trendline

INR / USD Conversion Rate

Rate as of 08 Jun 2011: 44.85

Trendline for 2011: - 0.67%

INR / EUR Conversion Rate

Rate as of 08 Jun 2011: 64.67

Trendline for 2011: + 3.09%

53.0

55.0

57.0

59.0

61.0

63.0

65.0

67.0

69.0

71.0

73.0

58.0

59.0

60.0

61.0

62.0

63.0

64.0

65.0

66.0

INR / GBP Conversion Rate

Rate as of 08 Jun 2011: 73.69

Trendline for 2011: + 1.19%

65.0

70.0

75.0

80.0

85.0

90.0

69.0

70.0

71.0

72.0

73.0

74.0

75.0

5-year chart 2011 chart with trendline

5-year chart 2011 chart with trendline



 

16 GloBus Insight Brief™ 

 

This scenario of a falling Dollars’ worth again the Rupee brings back memories from 2007 

when it dropped from 44.25 to 38.10 between January and September. Some Indian offshore 

providers asked their employees to work overtime, come in over the week-ends and bill 

aggressively as a measure to make up for the loss caused by currency fluctuation. This led to 

hefty responses by the employee base.7 

Factor 8: Inflation in India 

The inflation rate in India was last reported at 9.41 per cent in April 2011. From 1969 until 

2010, the average inflation rate in India was 7.99 per cent reaching a historical high of 34.68 

per cent in September 1974 and a record low of -11.31 per cent (i.e. a deflation) in May 1976;8 

in the years 2000 to 2006 the inflation rate was always are very predictable and moderate 4 to 5 

per cent. The Indian government is currently hesitant to intervene much further and bring the 

inflation rate down to these levels again as it may trade off GDP growth, which is already 

slowing down to 7.8 per cent year on year growth as compared to an average of 8.4 per cent 

over the previous six years.9 Hence, various local costs for offshore providers, such as facility 

management, energy and travel, will continue to go up. 

The overhead costs built into the India rate card, but occurred in foreign currency outside 

of India are also subject to inflation, albeit at a much lower level of 2.70 per cent for the Euro 

Area, 3.20 per cent for the United States, and 4.50 per cent for the United Kingdom.10 

                                                           
7 See the article by Steve Hamm on ‘India’s Currency Problem’ in Bloomberg Business Week of 27 Jul 2007 

http://www.businessweek.com/blogs/globespotting/archives/2007/07/indias_currency.html (accessed 08 Jun 2011) and also the 

book ‘Working with India’ by Wolfgang Messner (Springer 2008, p84-5): http://www.globusresearch.com/workingwithindia.htm.  

8 See the inflation statistics at http://www.tradingeconomics.com/india/inflation-cpi (accessed 08 Jun 2011).  

9 India’s GDP growth rate reached a historical high of 10.10 per cent in September 2006; see the GDP growth rate statistics at 

http://www.tradingeconomics.com/india/gdp-growth (accessed 12 Jun 2011). 

10 See http://www.tradingeconomics.com (accessed 12 Jun 2011). 
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Factor 9: Industrialization 

Industrialization means the relying on standard systems, processes, methods, and tools for 

efficiency and effectiveness in factory-based delivery model. The idea that at every step of the 

delivery process, best input leads to best output and the best end product through stringent 

governance procedures, pre-fabrication, re-use, and specialization, can offer effort savings of 

up to 25 per cent, if applied in a big scale across clients and across verticals.11 Such effort 

savings help to bring down the costs of projects invoiced on a fixed-price or outcome basis. 

In time and material projects, which are not strictly controlled and governed by the end 

customer, pre-fabrication is sometimes used to replace human effort at the delivery end and 

the time saved is either invested into training – or invested into other internal activities and 

simply charge on-top of the actual efforts spent, commonly referred to as ‘over-billing’. 

Predicting the Offshore Rate Card for the Next 12 Months 

It is not easy to assess how much India offshore cost rates will go up (or down) in the next 

twelve months. The factors influencing the rate card dynamics are again summarized in Figure 

B. 

Taking all these factors into account, Figure C arrives at an offshore rate card increase of 

between 6 and 9 per cent, in detail:12 

• 7.5 to 9.0 per cent for contracts in USD currency, 

• 6.2 to 7.5 per cent for contracts in EUR currency, and 

• 7.4 to 9.0 per cent for contracts in GBP currency. 

 

                                                           
11 See the book ‘Intelligent IT Offshoring to India’ by Wolfgang Messner (Palgrave Macmillan 2010, p9-12): 

http://www.globusresearch.com/intelligentoffshoring.htm. 

12 This prediction builds upon a rate card for a typical Indian IT employee at the level of consultant, i.e. one to three years of 

professional work experience. It incorporates the average mark-up requirements as outlined in this GloBus Insight™ brief.  
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Figure B: Factors impacting the Offshore Rate Card for next 12 month 

Then it also depends on the contract currency; contracts in USD will – at the moment – 

hardly see the chance for rate reductions, whereas contracts in EUR or GBP, due to 

favourable currency movements, may be able to offset some of the other cost drivers. 

However, the currently rather high inflation in the U.K. destroys some of this benefit again. 

• Reducing overhead and bench
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• Reducing profitability requirements

• Attractive employer - lower attrition

• Industrialization of delivery

• Contract currency in EUR or GBP

• Good market demand & full sales pipeline
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Figure C: Offshore Rate Card predictions for next 12 months 
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Do Rate Card Negotiations Work Today? 

If rate negotiations are going to work, first and foremost, seems to depend on the provider’s 

market penetration. Because of the rising demand and the good sales pipeline of some 

providers, some will walk away from a deal rather than negotiate down to the last penny. 

Others will play along with rate negotiations, if only not to lose business to the competition. 

A systemic rate card pressure across a provider’s client base can even lead to an upward 

spiral effect of rates in the medium to long term. Rate card reductions generally lead to less 

profits, which the provider will try to compensate with cost cutting measures. Such measure 

typically affect the motivation and quality of the workforce, which in turn leads to dissatisfied 

employees being staffed on unsuitable projects. In a growing market, this brings up attrition, 

forcing the provider to replace staff from the external job market having to pay higher salaries 

and invest into knowledge transfer and training. This leads to a renewed pressure to bring up 

the rate card. 

If based on this analysis, clients feel they should enter rate card negotiations, they are 

advised to reassess and renegotiate the contracts and service-level agreements at the same time 

they discuss the rate card so that the provider cannot cut too many corners. Areas to watch out 

for are typically: 

• The offshore provider shifts the staffing pyramid towards a more junior team and 

deploys fewer domain experts or senior consultants. As a result, the delivery quality 

and end client satisfaction may go down. Junior consultants are not accustomed to 

working internationally independently, lack domain expertise and cannot interact 

confidently with end clients on business issues. Clients need to watch out that the 

pyramid is explicitly stated in the contract and monitored in the service level 

agreements. Also, definitions of different seniority levels need to be clear in order to 

avoid re-labelling of juniors as seniors. Client may want to independently verify 

resumes and profiles through interviews to verify the real staffing pyramid. 

• As soon as there are better deals in the pipeline, the provider will shift away 

experienced (and thus important as well as expensive) resources to other contracts. At 

the end of the chain, the client will suffer quality problems and end user satisfaction. 

• The offshore project manager will never be able to show ‘green’ figures on this project 

and build a personal promotion case to booster his or her own career. This results in a 

demotivation, which could be the worst thing for the customer, as delivery results will 



 

 © GloBus Research Ltd. – All rights reserved. 21 

clearly suffer. The importance of offshore team motivation will be the topics of an 

upcoming GloBus Insight™ brief.    

Insight Outlook 

Considering these reflections, clients should examine alternatives to cost rate discussions 

and explore other ways of creating value in cooperation with the offshore provider. India’s 

offshore delivery model is shifting towards an outcome-based model, where the provider is 

paid on performance rather than solely on the number of people deployed on a job; this will 

be covered in a later GloBus Insight Brief™. 
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Discuss a GloBus Insight Brief™ 

 

 

Did you find this GloBus Insight Brief™ interesting? Do you want to report from 

your own experience? Do you want to add a different perspective? – we have 

opened a LinkedIn group to facilitate discussion among our subscribers and 

readers. Please go to www.linkedin.com and search for the group ‘GloBus Insight Brief’. 

 

 

 

 

Contribute to the GloBus Insight Brief™ Series 

 

 

Are you looking for specific insight into information technology offshoring (ITO) and 

business process offshoring (BPO), but cannot find it anywhere else? Please reach out and 

suggest it as a topic for a future GloBus Insight Brief™. 

Did you have the opportunity to develop deep insight experience into a strategically or 

operationally relevant area of offshoring. Do you want a wider audience to benefit from your 

knowledge? Please get in touch and discuss the options of co-authoring a GloBus Insight 

Brief™. 

Email: info@globusresearch.com.  
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Disclaimer 

 

 

The information and opinions in this GloBus Insight Brief™ were prepared by GloBus 

Research Ltd. or one of its affiliates, partners or other external authors (collectively ‘GloBus 

Research’). Information is based on best resources available to us at the point of writing, which 

are believed to be reliable. However, GloBus Research makes no representation as to the 

accuracy or completeness of any such information. 

Opinions, estimates and projections in a GloBus Insight Brief™ constitute a current 

judgement of Globus Research as of the date of the report and are likely to change or become 

inaccurate. In any such cases, GloBus Research has no obligation to update, modify or amend 

this brief or to otherwise notify a recipient thereof. 

A GloBus Insight Brief™ is provided for informational purposes only. It is the recipient’s 

sole responsibility to independently verify information and recipients should consider this brief 

as only a single factor in making their own informed decision. GloBus Research may engage in 

consulting assignments and provide advise inconsistent with the view taken in a GloBus 

Insight Brief™. GloBus Research does and seeks to do business with companies covered in its 

briefs. Thus, recipients should be aware that GloBus Research may have a potential conflict of 

interest that could affect the objectivity of this brief. 

The editor of this GloBus Insight Brief™, Dr Wolfgang Messner, confirms that he has not 

and will not receive any compensation for providing a specific recommendation or view. 

More information: www.globusresearch.com  
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Notes 
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