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Outsource vs. O�shore

Outsource vs. O�shore: What Do You Need to 
Know before Involving 3rd 
Parties in Your Business? 

As startups or enterprises grow, they often �nd themselves in the tight spot of needing more 
bandwidth to handle their business. At this point, companies are forced to make a decision of 
how they they want to continue. For example, a savvy entrepreneur might decide to hire extra 
resources, directly increasing head-count, or he or she might opt for outsourcing particular 
functions to expert third parties which could mean working with o�shore partners.

For the sake of clarity,  
outsourcing refers to the 

practice of contracting with  
external parties to complete 

work.  O�shoring means 
contracting with companies 

located in a di�erent country. 

The �rst decision to make, in most cases, is to 
determine if, what and why you need to 
outsource, then you can consider o�shoring 
services. The decision to outsource or not 
often depends on multiple variables, and 
each needs to be weighted within the speci�c 
context of the situation. 

The following guidelines apply to a variety of 
industries. For the sake of clarity and 
expertise, we will provide a separate section 
focusing on the variables involved in deciding 
whether or not to outsource software 
development.
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As a leading provider of software services for over 30 years, we are intimately acquainted with 
the process for determining whether or not to outsource. Nevertheless, our experiences allow us 
to accurately apply the following guidelines to a variety of industries.

Don’t Outsource: 

Activities that require extra bandwidth and are core to your business, i.e. 
they involve the preparation or distribution of your "secret sauce," are often 
best kept in-house.  After all, these activities are the lifeblood of what you 
do, and for IP reasons as well as for ensuring that you own your own destiny, 
it would not make sense to outsource them. Consider investing in new talent 
and taking the time to train them and make them an integral part of the 
company. This way, as your company expands and changes, your employees 
have growth opportunities and are invested in the success of the business.
 

Strongly Consider Outsourcing: 

Activities that are generic in nature present a more clear answer. More 
speci�cally, these activities include data entry, research and development, 
general accounting, accounts receivable, etc. In most businesses these 
activities are a necessary chore but not a key business di�erentiator. In fact, 
these are often seen as "business commodities" that can be outsourced from 
a variety of vendors that have vast experience dealing with these kinds of 
activities. Additionally, these things can be switched without much pain to 
an enterprise value proposition. We say go ahead and outsource these.

Grey Zone - Depends on Your Situation:
 
Some activities fall in a "grey zone" of sorts because they depend more 
speci�cally on your situation. Consider customer service, for example. 
For businesses that sell a complex service or product that clients use 
continuously and for the long-term, customer service can be a 
di�erentiating factor in the success of your product. As such, this service 
could be risky to outsource. For companies whose product is more simple or 
o�ers template solutions, it might make a lot of sense - and save you a lot of 
money and trouble - to ask a third party to run this process for you. 

Outsource vs. O�shore
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The Bene�ts of Outsourcing: 

Outsourcing provides additional �exibility to grow or decrease the band 
width and associated costs of a particular function within an organization. 
Furthermore, it allows a company to access expert resources in an area that 
is non-core, and because of this, an area in which it would not make sense to 
spend e�ort and money specializing. Rather, these activities are better left 
to the experts so you can spend more e�ort and resources running and 
expanding your core competency.  

Crucial Component* 

Whenever you detect that a particular function is a strong di�erentiator in 
your value proposition, or if "doing it wrong" carries a disproportionate risk 
for your business, then it becomes more critical to really delve deeper before 
handing the task to a third party. 

To Outsource Software 
Development or Not 

While the guidelines in the previous section 
generally still stand when  discussing software 

development  outsourcing, there are many 
more  particular situations in software  

engineering that we have had  experience 
navigating to a successful degree. 

2
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To be more speci�c, in the world of software engineering, 
companies often decide to outsource for one of three reasons:

 
The company or project is lacking in software development bandwidth, and 
need to grow an engineering team quickly to meet market pressure or a 
tight product deadline; 

The company seeks to improve its cost structure by outsourcing its 
engineering tasks to parties in lower cost countries (hence they are 
e�ectively outsourcing by o�shoring); 

Because of the competitive nature of the industry, the company is unable to 
recruit the right talent themselves, or is unable to e�ectively retain the right 
talent. Reasons for which it decides to retain a third party that has managed 
to recruit and train the right talent. 

1
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Within this context, similar rules would play out as before, 
but we o�er a much clearer picture on why and how you 

might be outsourcing software development:

Scenario 1: 
Yes, but to be considered carefully 
If a software platform or product is part of your core business, or is the 
vehicle by which your core business is made tangible to a client, you 
may outsource. However, you have to be very careful when you do so 
(more on this later).

Scenario 2: 
Resounding yes for outsourcing
If software is tangential to your core business - i.e. It is utilized to 
operate, but is not part of your secret sauce as the software you use is 
"generic"- then outsourcing is an easy call, a) it will save you money, 
especially if you o�shore when you outsource; and b) it does not make 
sense for you to invest heavily in becoming a sophisticated, 
high-quality software engineering organization; this is very hard to do 
and will divert time away from your core business functions. 
Furthermore, the possibility of you being able to retain top 
development talent in today’s technology-centric world, where 
engineers are exceedingly in high demand, and working in exciting, 
top notch software challenges, is very scarce. 

Scenario 3: 
Outsource part of your engineering work
If you happen to have multiple software applications, some of which 
need enhancements and some of which need maintenance, it makes 
sense to outsource at least part of the engineering work. Under this 
scenario, you can use your top, internal talent to work on the hard, 
innovative problems which will keep them challenged and happy, 
while at the same time save some money by outsourcing other 
components of the work to a vendor elsewhere, speci�cally a capable 
vendor o�shore. 
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Notice that there is much less risk in this scenario, given that your core 
know-how and most innovative thinking is kept in-house, which 
means there is no risk that you are left with an incomplete "secret 
sauce" recipe should your relationship with your vendor go sour.

Scenario 4: 
Outsource for the expertise
There is a fourth scenario that should be mentioned, and it has to do 
with companies that want to develop a line-of-business application 
that is core to their business, but whose line of business is such that 
they seldom get involved with software. Under this circumstance, the 
company in question must be careful not to underestimate the 
di�culty of building a high-performance engineering team in-house, 
only to disband it quickly after the project is done. This is assuming 
that the project is more or less a one-o� and will not involve 
maintenance and upkeep in the future. 

Within this scenario, it is best to outsource the development to an 
experienced software house, who will be able to implement the 
thousands of best practices, tips and expertise they have acquired 
through other similar projects. This is to save you and your company 
from making all the necessary rookie mistakes one has to live through 
in order to be knighted as a high-quality, competent software 
engineering team. It is also naive to think that the only thing a 
company has to do to set up a successful software development team 
is to hire an experienced software engineering leader or architect. 
Few leaders or senior architects will be able to set up a high 
performance engineering team within the context of a new corporate 
culture and business domain, and get things right the �rst time!

It is important to keep in mind that life rarely distributes a clear cut 
situation. The scenarios above are meant to help guide your decisions 
related to outsourcing, but should be adapted to suit your speci�c 
needs and situation. 

Want to achieve more with your software development? Contact PSL at contact@pslcorp.com
or visit www.pslcorp.com.
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5 Tips for Outsourcing Software Development

Select a partner, not a vendor:

Reality is complex and often a decision about whether to outsource software development needs 
to be made within a messy context and often under pressure. Previously, we o�ered guidelines 
on how to determine what, why and how to outsource. 

Below, we want to take it one step further and give you 5 tips to keep in mind when 
outsourcing software development projects. Our expertise in this industry has given us a great 
list of best practices, for this reason we recommend the following pointers:

1
If you have never outsourced before or if your 
company has little experience with software 
development and wants to outsource, please 
select a vendor because of the right reasons! 
There are literally thousands upon thousands 
of software service �rms in the US and 
abroad --India, Philippines, China, Ukraine, 
Colombia, and Argentina, just to name a few. 
Most clients are befuddled by the variety of 
choices, and end up creating an "evaluation 
chart" that tries to compare "apples to 
apples". 
 
Because any partnership decision is complex 
and requires a multivariate reading of the 
partner, such comparisons end up overly 
weighing the "price" variable (which is easy to 
compare) versus other more intangible 
factors that are harder to gauge --or that 
require expertise to qualify. But in software, 
like in medical care, you get what you pay for 
and you have to live with the risks and 
consequences thereafter.

There is an urban legend that quotes bright 
engineering minds saying that "a good 
developer is 10 times more productive than a 
mediocre one." The words might be 
misquoted, but their essence is absolutely 
right. Our recommendation is that you pay for 
quality, whether you start working with a 
local �rm or an established foreign vendor. 
There are no shortcuts in software 
engineering. 

The only way to o�er cheap rates is to hire 
cheap engineers (why would they take the job 
if they can make more elsewhere?), not train 
them properly, not assign them fairly to a 
client, overwork them, etc. Technical debt is 
the worst kind of debt to have when your 
business and the happiness of your clients 
depend on a core application you are 
developing.

Outsourcing Software Development Projects
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Understand the scope of your involvement:

are the expert in your business, not them! 
Hence, if you are unwilling to provide a solid 
Product Owner with enough time and 
enthusiasm to manage an outsourced or 
o�shore team, then do not outsource.
 
Outsourcing is not an opportunity for you to 
walk away from a project and expect your 
partner to hand you a completed, 
successful product.

Outsourcing software engineering, wether to 
a local company or to one that is o�shoring 
abroad, will always demand time to supervise 
the team. If your outsourcing provider is 
organized, professional and methodical, they 
will be able to run the engineering process 
pretty well. However, in most circumstances, 
they will expect that you provide the industry 
know-how and functional guidance to 
develop a particular software --after all, you 

Will your team be doing dailies or getting 
together every week to discuss challenges 
and decisions? As a manager or project lead, 
make sure there are dispute mechanisms in 
place for dealing with challenges and upsets.

As an Agile software engineering company, 
we are constantly iterating and 
communicating with our clients, however, we 
don’t expect perfect communication and 
have developed processes for handling 
problems con�dently, securely, and 
e�ciently.

Bad or insu�cient communication is the 
clearest recipe for disaster in a technology 
outsourcing relationship. Insu�cient 
communication will lead either to your 
vendor making the wrong software because 
they made the wrong functional calls, or to 
your project becoming extremely ine�cient 
because the team has to stop at every 
decision and do nothing while they wait for an 
answer of what road to take. Begin by 
setting up standard communication 
channels and schedules. 

Communication, communication, communication:

2

3
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tremendous. We believe only - not because it 
is a credo, but because experience has taught 
us! - in agile methodologies, such as SCRUM, 
that invite the client to participate and 
co-manage the project with the vendor via 
daily or weekly meetings. This means getting 
the client involved in the daily sprint stand-up 
meetings, the weekly sprint demos and the 
weekly sprint retrospectives.

In many of my colleague’s experience, as well 
as in the company that I work with running 
projects as a professional agile software 
development organization, the projects that 
do best are those in which the client and the 
team work in tandem as one organization. 
With few exceptions, when a client decides to 
adopt a "throw requirements over the wall 
and wait for the results" methodology, the 
chance of failure and dissatisfaction is 

Go agile:

“Agile is about collective ownership of a desired engineering or 
product outcome; it is about constantly communicating and 

pivoting to iteratively achieve an end-result; it is about 
learning to be adaptive rather than seeking to be predictive.”

Engage in long-term contracts:

This means starting small and transitioning to bigger development projects as you solidify your 
working relationship. Some of our most successful partnerships began with one small project and 
have grown to over 20 annual projects. Long-term contracts also make it easier to continue with 
maintenance or product upgrades after the initial contract has been completed.

Bonus Tip:

We also want you to think about negotiating clearly. Engaging with a partner who is going to 
develop an app for your internal business use is very di�erent from selling the developed app as 
a product. Be clear about your expectations and the amount of ownership you expect to have 
over the �nal product.

4
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Total commitment to transparency:

The Key Attributes for a Successful Software Outsourcing 
Vendor Relationship
Your relationship with an outsourcing software vendor might be one of the most important 
business partnerships you develop for your company, especially when they work on key projects 
or technologies for your company. Nurturing a good relationship is never a static formula as all 
projects and relationships vary greatly. Luckily, we have come up with a relationship strategy that 
leads to forging true client-vendor long-term partnerships.

The three pillars for building and maintaining these types of relationships are:

A successful vendor-partner relationship means being able to 
communicate the good, but especially the bad and the ugly in a way 
that is constructive, frank, and motivates the team to correct and 
improve. Create a work culture in which red-�ags are raised early, and 
mistakes are socialized and seen as a pearl of wisdom that the team 
can learn from so as not to fall into the same pitfall again.
 
You and your employees will also have to learn not to take mistakes 
personally. And, you’ll need to learn fast because mistakes will happen 
and you will have to be willing to move forward quickly and e�ciently, 
something you can’t do if you are bogged down by guilt.

10
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Communicate, communicate, communicate:

This really can’t be stressed enough. Software 
deals with ideas, and solidifying those ideas 
into a technical framework – aka the 
software. To make good software takes 
technical skills, of course, but there is no 
amount of technical skill that will make good 
software if the people making it do not 
understand the �nal purpose of the 
application, or its functional requirements 
and goals. Consequently, perhaps the MOST 
important aspect of a successful 
vendor-partner IT relationship revolves 
around establishing e�ective and e�cient 
means of communication between the 
product-owner(s) on the client side that know 
what the application needs to do and the 
engineering team.
 
Place just as much importance on the way the 
communication is �owing as you do on the 
technical challenges that may arise.

Additionally, this should also set a high 
standard for the type of people you hire, ie: 
team players that like to work with others, 
enjoy openly sharing their know-how, and are 
always curious to learn. Logistically, of 
course, sharing an overlapping time-zone is 
also highly important in facilitating real-time 
communication, as is the case with Latin 
America-North America.

11
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E�ective client participation:

This aspect is a corollary to e�ective communication, nevertheless 
it deserves a special mention. In modern software engineering –as 
evidenced in agile (SCRUM) developments - projects are iterated to 
"completion". As discussed before, this iterative way of working 
allows you to correct mistakes quickly, perfect UX, and incorporate 
new ideas that only come about because the client is seeing the 
software in its initial stages, and this is jump-starting the client's 
own creativity. 

For this process to work, the client has to feel that, instead of having thrown the software 
development problem over a wall to the vendor, he or she is actively participating in the 
development of the application. Yes, the coding is very e�ciently being done by capable teams 
nearshore, but the end product of the project is a collective responsibility where the client 
provides constant guidance, new ideas, and when necessary, constant course correction.

Outsourcing or nearshoring software development brings great bene�ts but some challenges 
and responsibilities as well. Finding the correct partner is only the beginning.To truly take 
advantage of the strengths of your software vendor, it is key to invest the energy needed to 
nurture and grow a true partnership with them.

Want to achieve more with your software development? Contact PSL at contact@pslcorp.com
or visit www.pslcorp.com.12
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How to Make Your IT O�shoring Partnership Work

Outsource vs O�shore

Previously, we focused on outsourcing software development projects. Now, we want to mention 
some recommendations which are speci�c to o�shoring, concentrating speci�cally on IT 
o�shoring - or the act of hiring a software development vendor in a country outside one’s own. 
O�shoring presents advantages and challenges that, once again, need to be evaluated clearly in 
light of your situation, objectives and needs.

In principle, successfully o�shoring an 
activity is more risky than outsourcing that 
same activity, as new variables such as 
language barriers, cultural compatibility, 
visa issues and travel complexities, and the 
scarcity of in-person meetings enter into 
the equation. Of course, a company is far 
more willing to bear more risk if there is a 
greater economic bene�t in the equation, 
and there is: o�shoring typically takes 

advantage of  cross-country wage and 
purchasing power di�erences. Hence, a US 
company might expect to pay 40-100% less 
per hour when hiring software engineers 
o�shore (i.e. in India, South America, Eastern 
Europe, etc.) than if those same engineers are 
hired locally. Keep in mind that there is more 
to say about hiring in smaller US cities, which 
can also generate economic bene�ts, but this 
article will not touch upon that topic.

IT O�shoring
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Risky Behavior: Not all software o�shoring is 
created equal

Software engineering is often much harder to 
o�shore than a simple, more structured 
Business Process Outsourcing (BPO) 
operation such as customer service, 
payroll or book-keeping. Of course, 
not all software engineering projects 
achieve the same degree of 
complexity, and complexity is a great 
determiner of o�shoring potential. To 
clarify, a software project that can be 
achieved with the intervention of one FTE 
(full-time equivalent resource) is inherently 
less risky to outsource or o�shore than a 

Large software engineering undertakings are in principle di�cult to outsource successfully, and 
have many more inherent risks than smaller, one-o� projects or applications.

software project that requires a team of 
people working together. In the former 

scenario, as long as the one engineer is 
competent, she will achieve a 
reasonable outcome for the project; in 
the latter scenario, coordination 
between team members is involved, 
and issues such as good (or bad) team 

management, the software 
engineering approach and methodology, 

success in communication (or lack thereof), 
become just as critical as engineering 
prowess in the ultimate success of a project.

15
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However, it is often through the larger 
tasks that a company can �nd the most 
value in an o�shoring relationship, as the 
amount of money that is saved in a short 
project often does not justify the risk 
taken in sending work abroad.

“
”
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We recommend that clients tackle o�shore IT projects only if they have a long-term 
horizon in mind. The process involved in successfully selecting a solid, o�shore 
outsourcing partner is complex, and time consuming, and actually requires more 
time and energy after a partner is chosen in order to successfully �ne-tune and 
develop a strong partnership. Hence, to expend excess e�ort for a 2 or 3 month 
engagement is overkill and is ultimately ine�cient.

Top Recommendations for Achieving Successful 
O�shoring Projects

Think Long-term Projects:

How should you begin to navigate this tight “success space” then? From our point of view, 
there are several things to keep in mind that can provide for a productive IT o�shoring 
partnership:

”
IT O�shoring
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Start looking to outsource o�shore only if you 
have: a) A large enough software engineering 
project that allows you to keep a team - it can 
be a small team - busy with your partner for at 
least a year-long project OR b) Enough 
discrete projects to keep the aforementioned 
team busy with multiple tasks, one after the 
other for a reasonably long period of time.

“
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Bear in mind that unless your project is super “vanilla” (i.e. a simple web page) it will 
take any partner time to learn the ropes, and understand both your business 
context and potentially also the technology ecosystem within which the software 
that you need is going to be developed (this is even more relevant if your partner 
will be maintaining or enhancing an existing software platform).

Now, presuming you take our advice and decide to work with your o�shore vendor 
under a long-term arrangement, it’s only logical that you should take special care to 
choose your partner wisely. But how to choose the correct partner amid so many 
options? When it comes to o�shoring, our recommendation is to start with “�rst 
principles” that help you narrow down the immediate number of choices to those 
that have a conceptual �t �rst. Then, one can choose among players that better 
match your need, diminishing the risk that you fall for an incompatible personality 
that ultimately results in a failed relationship. We discuss this further in the next 
section.

Carefully Select Your O�shore Partner:2

”

As a general guideline, a solid software partner that already possess the required 
technical domain skills will take at least two months to become reasonably 
pro�cient in your platform and to be e�cient in coding, and another two months - for 
a total of four - to reach the same cadence as your more experienced local 
development team. From our perspective, any project under four months will be costly 
and ine�cient, as you will be disbanding the team precisely when it has achieved the 
desired terminal velocity.

IT O�shoring
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Set clear expectations, but also understand that you can measure success in terms 
of customer satisfaction and productivity, not just normal cost savings.

Measure Success Di�erently:3
Communication! We’ve stressed the importance of communication, but it is 
incredibly important to build a strong partnership with all those involved in the 
project. We o�er a variety of helpful partnership building strategy tips in the 
following chapter.

Build Strong Relationships:4
Be ready to prioritize user time and materials over strict budget constraints. 

Additionally, if you are adhering to an Agile process, the deployment of your 
minimum viable product (MVP) will evolve over time as the team adjusts to the 
project. You may need more time to complete the MVP, but most likely you’ll end 
up working on more advanced features after wowing your client with the �rst 
deployment.

Allow for the Contract to Evolve:5

IT O�shoring
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Selecting the Right O�shore Partner

It’s only logical that you should take special care to choose your outsourcing o�shore partner 
wisely. But how to choose the correct partner amid so many options? When it comes to 
o�shoring, our recommendation is to start with “�rst principles” that help you narrow down the 
immediate number of choices to those that have a conceptual �t �rst. 

Then, you can choose among players that better match your need, diminishing the risk that you 
fall for an incompatible personality that ultimately results in a failed relationship.

What Type of Project Will You Be Undertaking? 

The type of o�shore software development 
partner you choose depends on the type of 
project you will undertake. If you are seeking 
to maintain a legacy application that is highly 
structured, stable and requires minor upkeep, 
proximity to the team (time-zone wise) is less 
important, as work can be clearly de�ned and 
speci�ed in such a way that with some initial 
training an o�shore team can be autonomous 
in performing their role. Destinations such as 
India come to mind as a good price-value 
proposition for this type of work. 

Furthermore, the vast amount of IT engineers 
available in India make it easier to �nd 
people that are willing to work in older 
legacy technologies and see Cobol or RPG 
programming as a good opportunity to start 
their professional career —something that is 
harder to �nd in markets that, because they 
are smaller, generate high demand for 
engineers, and make them justi�ably more 
picky in the type of technologies they want 
to work with.

IT O�shoring
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On the other hand, if you are seeking 
to develop a cutting-edge application, 
or an application that will require a 
signi�cant amount of business model 
(and functionality) pivoting because of 
the inherent uncertainty in the 
business, then looking nearshore - 
which is to say at a country that 
overlaps with your time zone - rather 
than o�shore, becomes essential.

“
”
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After all, the more innovation there is within 
the project scope, the more the outsourced 
o�shore team will have to interact, real time, 
with the company’s Product Owners to 
understand “what to do next.” To illustrate 
further, if you are a �rm located in the United 
States, you would be much better suited to 
look for a partner in Mexico or Latin America 
- a partner that shares similar time-zones and 
cultural proclivities, and has a high English 
pro�ciency.Similarly, if your company is 
seeking to develop projects under agile 

Comparing Speci�c Firms

Having chosen a region in which to o�shore, the task remaining is to look for a speci�c type of 
�rm to hire.  Software developing partners vary far and wide, but they can still be separated 
conceptually for the purpose of this exercise.  We o�er several characteristics to dissect them:

methodologies that thrive in speed, constant 
iterations, and reformulations of what needs 
to be done next (refactoring), working with a 
distant time-zone will soon become a 
hindrance and will slow the project down.  
Under agile contexts (i.e SCRUM, 
SCRUMBAN, KANBAN) nearshore 
destinations (Canada, Latin America) can be 
much more e�ective than developing its 
software in India or the Philippines, even if 
these turn out to be marginally more costly 
to a US company.

IT O�shoring
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Generalists Versus Specialists:

It is easy to �nd technology �rms that o�er 17 di�erent lines of services to their 
clients (i.e. they sell applications, set-up data centers, manage customer service, 
o�er BPO resources and, amongst many other things, develop software). Unless 
one such �rm is gigantic, it is very di�cult for such a player to be a real expert in 
a particular domain, but rather a “jack of all trades, master of none.” We 
recommend steering away from generalists, with a few small exceptions.

Instead, consider specialist �rms. These are �rms that do few things, but spend 
all their resources and time understanding how they can do them better. An 
organization can specialize in software development —whether it be developing 
an application from scratch, enhancing an existing one, or generating a QA 
initiative for it. A specialist usually manages to spend tens of thousands of hours 
training resources and exploring new technologies in the �eld just so they remain 
competitive and good at what they do. 

Our recommendation, then, is for you to choose an o�shoring partner that is very 
good at what you need to get done, rather than a generalist that will “make your 
life easier because one vendor will service all your needs”.

aa
IT O�shoring
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Value vs Price:

There are no shortcuts or magic formulas in 
software engineering.  Companies that run a sharp 
team, that are able to keep their churn rates low 
by keeping their people happy, have to pay well 
and invest money in researching technologies and 
training their employees.

b
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These services will come at a cost, which will 
undeniably be re�ected in their rates. 
However, hiring only companies that o�er a 
low “sticker price” in their per-hour rates, will 
get you mediocre engineers, terrible churn 
rates, and candidates that are either highly 
inexperienced or lack motivation, or both. 
Look closely at your candidate 
vendors, and investigate their structural 
(company wide) skill level.   Keep in mind that 
�rms might showcase a couple of star 

candidates to impress, but fall short on being 
able to produce a whole team of solid 
candidates. Pay close attention to long-term 
value and Total Cost of Ownership

Emphasize Cultural Fit:

Cultures and countries vary widely in their business dynamics and mores. Some 
cultures emphasize hierarchy and “chain of command” dynamics. 

Often, this approach does not work very well with US clients, and makes it 
di�cult to deploy teams that have a sense of collective ownership over the 
end-goals in a project —much more so for innovative environments, in which one 
expects every member of the team to contribute their neurons and creativity to 
solving a problem. So, make sure you encourage your prospective vendor to 
illustrate their company dynamics, speaking not only with management but also 
with team members to check that they feel heard and valued.

c
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Company culture is a �tting 
representation of how a company does 
business. If managers believe there is 
one type of culture and developers 
another, you likely want to avoid that 
coming storm.
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Communication Competency:

Right along with proper cultural �t and expected soft-training on the part of your 
o�shore vendor, comes good communication. Solid communication is critical to 
any software endeavor: if the o�shore vendor is unable or embarrassed to ask the 
hard questions, to question hard choices, or to communicate better alternatives, 
much of the value in the relationship will be lost and the accuracy of the 
end-product will su�er signi�cantly. 

Communication, of course, has to go both ways. The client has to always be 
conscientious to over-communicate, to prompt whenever “the line goes silent,” to 
make sure everybody is on the same page, and to make sure that the hard choices 
or di�cult questions are not being left unsaid or unanswered.

d
IT O�shoring
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This is not an innate skill and an 
organization that has taken the time to 
invest in strong communication 
structures and champions open 
communication is a great choice for an 
outsourcing o�shore partner.

29
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Reputation vs Newbies:

Look for vendors that have a reputation to loose if your project does not go well. 
New companies can be very aggressive in order to gain new business. But, they 
have less to lose in overpromising and then under-delivering. We would 
recommend that you weigh vendors more heavily when they have a track record, 
as well as a client base that would reject them if their image was tarnished by a 
failed project as those vendors will have a higher chance of committing to a 
project if they can e�ectively deliver.

e

All in all, when considering the above 
variables, the universe of potential partners 
from which to choose from will signi�cantly 
narrow. At this point, if you haven’t done so 
before, take the time and e�ort to get on a 
plane and visit your vendor. Ideally, bring 
several members of your team with you. Tour 
the �nalist vendors’ premises, visit their city, 
talk with di�erent engineering teams and 

with people involved in di�erent roles, take a 
deep dive into how they are handling similar 
projects, not just technically, but from the 
point of view of project management, 
project direction, and communications. Talk 
to several client references in depth and 
then, and only then, make your decision.

IT O�shoring
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When the right partner is chosen for the right 
reasons, within the context of a long-term 
partnership that is fair to both sides, great 
things can come out of an IT outsourcing 
relationship, even when this relationship is 
o�shore and even when it involves a culture 
and country that is much di�erent to yours. 
Unfortunately, there are no free lunches, and 
these relationships must be carefully 
managed from day one until the very last 
minute. Hastily run selection processes that 
prioritize the wrong variables can lead to 
much frustration, or to discarding the 
“o�shoring thing” altogether because 
outsourcing doesn’t work.

If the conditions are not right, if there is not a 
good �t between the client and vendor 
capabilities, or if you believe that the client is 
not ready to dedicate the time and e�ort to 
build a solid o�shoring relationship, be 
candid with your prospective client and pass 
on the project. 

Saying “no” for the right reasons is always the 
wisest business decision in the long-term.

IT O�shoring
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Bonus Content
Selecting an O�shore Software

Development Partner



Should You Opt for Asia or Latin America?

For many years, India has been the most popular "outsourcing" or "o�shoring" 
software destination. This has been fundamentally due to price, as well as to 
the availability of software engineers in this gigantic country, and is partly also 
motivated by the successful diaspora of Indian talent into the US, which 
creates networks and connections with the home country. The fact is that, 
during the late 90´s and early 2000´s, people didn't really think much about 
where to outsource. They just went with India.
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Much has changed, however, in the last 10 
years. Multiple, successful outsourcing 
locations have surfaced around the globe, 
including the Ukraine, the Philippines, China 
and, yes, Latin America. Good (and mediocre) 
vendors can be found in all locations, of 
course. But since there are so many options, a 
good way of �nding a partner is to narrow 
down the search by strategic criteria �rst, 
then select by potential vendors. Otherwise, 
you’ll �nd yourself overwhelmed searching 
through hundreds of potential partners in 
multiple 

geographies, with not enough time to �nish 
the process, as was noted in the previous 
chapter.

One such possible strategic criteria is 
LOCATION. Interestingly, when searching for 
an IT outsourcing vendor, a lot of people think 
about price, technical expertise, company 
size and many other criteria, before delving 
into location itself. But, it turns out that in the 
modern world of software engineering, 
location is critical to a project's success. 

Best practices in the development of modern 
applications consider the ability to iterate and 
adapt the functionality of what is being built, 

as a key success factor in 
creating a relevant and engaging app.

Here’s why:
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Now, to be able to work with an o�shore 
software development team in a way that is 
highly collaborative, several things have to 
happen. For one, the client's Product Owner 
needs to be in constant communication with 
the o�shore software development team. 
This communication could boil down to 
attending daily SCRUM meetings, or to being 
able to answer questions quickly that come 
up on the software engineering side of the 
equation, so that the software development 
team does not slow down or stop due to lack 
of information. 

For this type of agile collaboration, 
working with a partner that is 13 or 14 hours 
away, time-zone wise, is very di�cult. 

This is because meetings cannot be 
"improvised" (i.e. an informal call to answer a 
question) but rather need to be planned.
 
And, when planned, these usually take place 
at uncomfortable hours when time zones in 
the US and Asia (or Eastern Europe) coincide. 
Hence, location, or time-zone proximity, 
becomes essential to assure a truly agile 
interaction between the parties.

This postulate applies to all sorts of apps: whether they be mobile and consumer 
facing, or web-based and used exclusively as a line of business application within cor-
porate headquarters. Without the ability to course-correct during development, or to 
have the client pilot parts of the development and provide early feedback, the chance 
of creating an irrelevant app --or of sinking many dollars into functionality that will 
never be used-- is very high.
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There is another aspect to bear in mind with 
regards to time-zone proximity. It has to do 
with the ability of teams in the US to maintain 
an adequate work-life balance. As is well 
known, software engineers are in extremely 
high demand all over the world, and markedly 
so in the US. Hence, companies are making all 
e�orts to retain their valuable talent, often by 
ensuring that people are able to work under 
adequate work-family balance. 

But, things will quickly become 
uncomfortable for engineers at both ends of 
the equation (whether at the client site or at 
the o�shore partner's site) if time zones do 
not match (again, because of the complex 
working hours that result and that are needed 
to manage the o�shore teams). 

This in itself will tend to create employee  
dissatisfaction, and possibly, employee churn 
at the client site. Now, some o�shore 
technology vendors are open to minimizing 
this by adjusting their work hours themselves, 
but this only transfers the problem, given that 
churn will begin to occur with the o�shore 
software development partner.

Finally, location in�uences work culture. 
Although this is a sensitive topic that is highly 
open to interpretation, in our experience 
work cultures di�er across the world (i.e. the 
Japanese business culture versus the US 
business culture is a non-controversial 
example). And there is always an exception to 
the norm, clients might �ow better with 
vendors in one locality than another.

Our recommendation here is to speak to potential 
colleagues, partners or friends who have worked 
in di�erent locations and geographies to better 
understand what strengths and challenges they 

experienced when working with a particular culture.
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Some cultures are very good at obeying 
instructions and are very careful about saving 
face with clients, which can lead to becoming 
overly conservative in voicing opinions. Other 
cultures are good at voicing their opinions 
and proactively incorporating additional sug-
gestions, even if those contradict the client's 
original recommendation or are noted very 
bluntly. Bear in mind, then, which culture seems 
more appropriate to work under an agile frame-
work of constant collaboration. 

Once you have chosen your location, begin
to investigate vendors that are able to operate 
from it. Often it is prefered that the vendor 
maintain headquarters at the selected location. 
Why? Headquarters are the seminal force 
that generates the global growth of a company, 
and often are the most powerful in�uence 
over the culture of an organization. It is prob-
ably not the same to work for a Japanese com-
pany with an o�ce in Silicon Valley, as it is to 
work for Google in Japan.

Medellín . Colombia
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Should You Prioritize on Price or Value?

Many clients look to software outsourcing 
as a way to maximize their investment. 
Because of price di�erentials between global 
economies, this is clearly one of the 
advantages of o�shoring IT services. 
However, there are probably tens of 
thousands of companies globally whose 
prices will beat your local market rates, 
especially if you are located in the US or 
Western Europe. The question is how to 
determine which foreign vendor will deliver 
the right price to quality ratio for the needs of 
your organization.

From our experience in the market, most IT 
services players will fall into one of two 
camps. On the one side, we �nd vendors that 
are structured for price competitiveness. We 
will call them "price-�rst" vendors. On the 
other side of the spectrum we �nd vendors 
that prioritize multiple aspects in the 
provision of their service, price being only 
one of the variables they consider. For 
simplicity, we will call them "value-�rst" 
vendors. Now, let´s explore what that means 
for you when selecting a vendor:

When an IT vendor is selling on price, it 
structures its whole organization around this 
objective. It is common for such organizations 
to hire predominantly more junior resources, 
or resources that do not have a formal IT 
degree. Infrastructure in these organizations 
is precisely measured to make sure it does not 
add to the �nal cost of the service. 
Investments in training are low, as this would 
undoubtedly increase rates. The salaries 
these organizations pay to their employees 
usually fall in the lower tiers of market wages, 
hence it is di�cult for them to attract top 
local talent. In such companies, it is common 
to �nd few administrative or management 
sta� to oversee projects, as this would add 
cost to the service equation.

Now, don't discard a price-�rst vendor 
outrightly. Working with such a vendor is 
extremely attractive price-wise, as they can 
o�er rates that can be one third to one fourth 
the cost of a regular engineer in the US. For 
projects that require little technical 
know-how, or that involve repetitive tasks 
(such as ETL migrations or heavy manual 
testing), these types of vendors can be ideal.
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However, as projects become more sophisticated, risks begin to arise under the 
price-�rst approach. For example, the churn experienced when working with 
these organizations can be high, generating retraining costs and slowing projects 
as the partner �ghts to resta� depleting teams. Low cost structures o�er little 
room for the company to invest in training its employees. This can generate 
important risks in the relationship, such as non-standard code that is di�cult to 
maintain. 

Furthermore, poor infrastructure and controls may create risks to IP (loss of 
information or delivery of code that is shoddy and may contain information security 
vulnerabilities). All in all, there is a higher risk of accumulating technical debt with a 
price-�rst vendor, not to mention the frustration local teams may face when 
working with personnel o�shore that is not at a level where they feel comfortable 
interacting and communicating with.
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Value-�rst vendors, on the other hand, will almost always be more expensive from 
the get-go. After all, the rates o�ered by such vendors have to absorb, among 
others:

All of the latter cost money, which is 
re�ected in the fact that a value-�rst vendor 

will have to charge a higher rate than its 
price-�rst peers.

The cost of recruiting and hiring some of the best talent available in foreign 
markets and the premium, wage-wise, that needs to be paid for such talent.

The investment in physical infrastructure required to keep people comfortable 
and happy to minimize churn, one cannot keep good people happy and motivated 
in a tech "sweatshop", but you also do not need to spend millions of dollars 
building a state of the art campus.3
The investment in administrative and technical oversight that enables the 
company to provide services that protect the client's IP responsibly (legal advice, 
proper insurance, information security certi�cations, etc.).4

The investment in training talent, keeping them abreast of the latest technologies 
and trends, as well as making sure that the team follows a set of standards and 
best-practices in its coding.2
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In conclusion, often companies scout the globe looking for o�shore IT partners that can save 
them money or that can help them accelerate their software product cadence. When selecting 
your list of vendor candidates, make sure that you have a clear answer to at least the following 
two questions:

Is your project so simple or 
repetitive that smart minds will 
get bored and bail-out? In that 

case, consider a price-�rst 
vendor whose talent most 

probably better matches the 
task at hand, and at a lower 

price to boot!

Are you seeking a partner for 
the long-term, in a challenging 
project, that is as good as your 
own internal team? In that case 
go for a value-�rst vendor, with 
the conviction that the "extra" 
price you are paying is worth 

the value you are gaining.

Bonus Content
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Communication: The Single Greatest Risk to 
Outsourcing Abroad

A software development project is only partially about technical skills. In fact, technical skills can 
be found worldwide by the dozen. Any smart person can teach him or herself how to code –the 
information is free and readily available on the internet, in almost any language. Why then, is 
communication so important? Think about it. When you are developing software you are trying 
to express intangible concepts and ideas that will become an automated tool or process after 
they are coded. Contrary to hardware, which once it is tooled or built cannot be easily changed, 
software is (almost) completely malleable. 

This degree of freedom is both a blessing and a curse. A blessing, because things can adapt to a 
changing market and environment. A curse, because if you do not get things right in the �rst 
place –at least get things heading in the right direction—the cost of change or refactoring can 
be very high, to the point of killing your project and even your career. 

Communication is key at the 
beginning of a project, so that 
the software development 
engineers o�shore can grasp 
the overall idea, and be guided 
by their own intuition in 
expressing that idea in code (no 
matter how explicit the client is, 
engineers will always have to 
make judgment calls when 
coding.)  

Communication Strategies for Developing Quality Outsourcing Partnerships
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Communication includes speech, written content, gestures, 
cultural attitudes towards sharing information, cultural 
attitudes towards hierarchical power structures, and many 
more variables too extensive for this post.

Communication is also key throughout the software development project, when new insights 
arise and the code has to be unmistakably tweaked, retooled and repurposed over and over 
again, until a �nished version is good enough to launch. Now, what are the challenges of 
communicating abroad? Any attempted answer to this question has to be highly 
multifaceted.  

Here are some communication challenges necessary to address and keep in mind when 
working with an o�shore partner:

01
If your counterparty does not understand the 
words you use, or you do not 
understand what he or she says, there is no 
subject left to discuss. It's not just about 
knowing the syntax and grammar of a 

Basic Language Skills

language, it's also about accent and 
intonation. Some countries or regions have 
stronger accents than others and this is a fact 
of life. Only you will know which accents you 
can deal with. Even within a particular 
country, some people have a stronger accent 
than others. This can be remedied, but 
requires the attention of the client who 
should be straightforward in letting the 
vendor know which developers are 
acceptable on the language front. 

Communication Strategies for Developing Quality Outsourcing Partnerships
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02
Cultural Norms Regarding What 
Is Appropriate to Communicate

If your counterparty does not understand the 
words you use, or you do not 
understand what he or she says, there is no 
subject left to discuss. It's not just about 
knowing the syntax and grammar of a 
language, it's also about accent and 
intonation. Some countries or regions have 
stronger accents than others and this is a fact 
of life. Only you will know which accents you 
can deal with. Even within a particular 
country, some people have a stronger accent 
than others. This can be remedied, but 
requires the attention of the client who 
should be straightforward in letting the 
vendor know which developers are 
acceptable on the language front. 

Always saying "yes" despite the fact 
that they sometimes meant "no", or 
meant "I don't understand". In 
certain cultures, accepting that you 
do not understand is taken as an 
insult to the person who was 
explaining the issue. This is, of 
course, very dangerous.

Other cultures are ashamed of 
saying "I don't think what you are 
proposing is feasible" or "this is plain 
crazy!", because they are afraid their 
counterparty will take this as an 
insult. Double dangerous, as the 
client expects the expert vendor to 

be, at a minimum, a sounding 
board, if not a demanding filter for 
tech related ideas.

Some cultures and individuals have a 
di�cult time accepting mistakes. 
This can be extremely harmful to any 
complex software development 
project or other IT services 
undertaking. All software projects 
face challenges. In all software 
development, mistakes are made. 

The quicker the problem surfaces 
and is taken care of, the better the 
health of the project. Cultures that 
are afraid to communicate red �ags 
can subvert a project in the long run. 
Cultures that do not see a 
mistake as a learning opportunity 
that should be socialized with the 
group so that "all learn from all's 
mistakes", often commit the same 
errors again and again. Cultures that 
are afraid to "fail forward" with the 
best intention, do not take the 
creative risks necessary to make the 
di�erence between delivering a 
"killer app" or delivering a mediocre 
product. 

03
Communication Under Varying 

Circumstances
This refers to the tendency of people to 
communicate di�erently depending on the 

Communication Strategies for Developing Quality Outsourcing Partnerships
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situation or the di�erent people present. In 
highly hierarchical cultures, carrying mores 
from chaste systems, a person might say one 
thing when alone, and say something 
completely di�erent when in the presence of 
their boss. Worse still, they may simply not 
have an opinion but remain completely quiet 
when the boss is present, despite having 
openly expressed an opinion that is 
completely di�erent from that of the boss. 
This behavior can become detrimental to the 
progress of the project, leading the team to 
stop or hit a standstill until "the boss" de�nes 
this or that. 

04
Lack of Proactive Communication
Unfortunately, proactive communication is 
not common in all outsourcing vendor 
engagements and can create frustrating 
situations. More speci�cally, team members 
who lack awareness about proactive 
communication have a tendency to: 

a) not go beyond what they were told 
to do;

b) often reach a crossroads and 
simply wait until the client expressed 
an "order" about what to do. 

There was no drive to move ahead and tread 
new ground, to come to the client not only 
with a "what should we do here, we have this 
problem" but with a "we have this problem, 
here are several alternatives to what we can 
do to solve it, what do you think?" 

In short, don’t underestimate 
the power of communication. 
Take the time to develop the 
structures and processes with 
your o�shoring partner to 
ensure you both share the 
same communication 
expectations. 
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Tips and Advice on Assessing 
Communications with Your O�shore IT Servi-
ces Provider

Here are some simple pointers that should be considered when looking into IT 
outsourcing and vetting the quality of communication with a partner. 

1 If in initial conversations you �nd 
that you cannot communicate 
with your IT services vendor, no 
matter how technically savvy they 

might seem to you, please take heed, and run 
like the plague. 

2 Make sure that in initial 
conversations you ask "what do 
you think?" If you cannot identify 
that the IT services or software 

development vendor are able to think for 
themselves, and are able to convince you 
with their own ideas or approach, be 
careful... it might be an indication of a lack of 
a proactive culture in that particular IT 
outsourcing �rm and they will need 
signi�cant direction.

3 Describe an IT software problem 
to the company but keep what 
you think is a potential answer to 
yourself. Then ask them, "how 

would you proceed?" Make sure you ask this 
in a context where managers and engineers 
from your IT outsourcing vendor are present, 
and watch for how freely engineers can 
express themselves when the managers are 
also there. 

Communication Strategies for Developing Quality Outsourcing Partnerships
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4 Openly ask what the IT 
outsourcing company's culture 
and values are with respect to 
communication. Mistakes are 

treasures that need to be socialized and 
learned from so that others who have not yet 
committed them never will. The truth is king, 
even when it is unpleasant –raise red �ags 
early! And, when you raise a red �ag, 
socialize it, so that others don't make the 
same mistakes you made. Remember, 
software development is a team e�ort! 
Groups are co-responsible for their own 
performance. 

5 Ask the leaders of the IT 
outsourcing vendor what they 
look for when they hire a new 
employee. This can tell you a lot 

about the company, and how it seeks 
employees that are open to communicating 
and interacting constructively. Think about 
the following characteristics for hiring 
creative, driven individuals:

Hire sharp brains, but only if they 
come packaged with strong people 
skills. Never hire the asocial 
software development genius. 

Seek people that love software 
engineering and are always curious 
to learn more. You do not want 
subversive employees that hate 
coming to work, no matter how 
smart they are. You also do not want 
people that think they were born 
blessed with "all the knowledge in 
the world." Thinking you know 

everything is the most 
dangerous form of arrogance, as it 
brings learning and curiosity to a 
halt.

Look for creative thinkers that are 
critical of the system, but can bring 
change in a positive manner. When 
you criticize, acknowledge the 
e�orts done before you to get the 
the current status-quo, and most 
importantly, make sure your 
criticism comes with a solution or at 
the very least with some very good 
questions and issues to look into!

Look for people that are open to 
teaching others about what they 
know, and are open to receiving 
input from others about what they 
don't know. People who cannot take 
feedback or are not willing to help 
their peers cause great harm to a 
collaborative culture. 
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Outsource vs. O�shore

This ebook was created to help guide you through some of the tough 
decisions associated with involving 3rd parties in your business. As you 
grow your company and make decisions regarding outsourcing service 
vendors, either o�shore or domestically located, keep in mind the 
important 
considerations and recommendations we’ve highlighted throughout this 
ebook as they can help you avoid the pitfalls and mistakes many companies 
have made. Also, understand that the process for outsourcing services can 
be long and tedious, however, we think you’ll �nd it’s all worth it when you 
invest the time, money, and energy into selecting a partner, not just a 
vendor. 

About the Author:

Alejandro Vásquez is PSL’s VP of Business Development. Alejandro holds a 
BA in Economics from Yale University and an MBA from the Kellogg School 
of Management. Prior to his work in technology, Alejandro worked as a 
consultant for McKinsey & Co. in Latin America. An avid techno geek, 
Alejandro also loves hiking, photography and motorcycle riding through the 
hills of Colombia.
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PSL is an agile software development company that provides IT services 
under a nearshore model from its development centers in Colombia and 
Mexico. PSL has led Latin America´s foray into software engineering 
best-practices. Today, we specialize in partnering with US companies 
ranging from enterprising startups to Fortune 500 organizations to solve 
some of their most complex software engineering challenges. We have over 
1,000 clients in more than 14 countries. 

PSL supports the quality of its services within a proactive, communicative 
culture, where people love what they do, and where good ideas always 
transcend seniority. When PSL engages nearshore software projects, it 
fosters a collaborative, team-oriented approach, where we work as a true 
partner of our client for a common objective. The development teams strive 
to �nd the intersection between a killer User Experience and world-class 
engineering (security, scalability and performance). 

With over 30 years of experience, we combine the agility of SCRUM with 
the process discipline of CMMi5 and the information security rigor of 
ISO27001, to deliver demonstrably world-class engineering services. PSL 
has been 
recognized with the IEEE / SEI Watts Humphrey Software Process 
Achievement Award (One of 9 companies in the world to have received it 
alongside NASA, IBM, Boeing and Raytheon). 

We’d love to connect with you to discuss how we can help you solve your 
most complex software engineering challenges. Call us at 1-866-867-9116 or 
send us an email http://www.pslcorp.com/contact.html and we’ll get right 
back to you. 

About PSL
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