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STRATEGIC OUTSOURCING — CURRENT PRACTICES AND FUTURE EXPECTATIONS

Strategic Outsourcing is
increasing in response to
intensifying business pressures

Strategic Outsourcing has become one of
the premier tools that upper-level
management uses to shape and
streamline its businesses to meet the
growing competitive pressures of recent
years. In May to August 2003, CSC
studied this trend toward increased
outsourcing in Europe by surveying
board-level executives from the top 250
European-owned companies.

This was the first survey to give a
‘snapshot in time’ view of the Strategic
Outsourcing activities of Europe’s
biggest companies. Over a quarter of
companies responded and of the
companies surveyed, most expect to
enter into more Strategic Outsourcing
relationships over the next three years.
This is true of companies that have
already outsourced some services; they
expect to outsource more. It is also true
of many companies that have not
outsourced yet. Many of these intend to
undertake their first Strategic
Outsourcing endeavour before the end
of 2006.

Many CEOs are not satisfied
with the robustness of
their strategy

We asked executives how robust they felt
their business strategy to be in terms of
delivering the results that will be needed
over the next three years. While a clear
majority of CEOs and other executives
stated that they felt their business
strategy would deliver the needed results
(they view their strategy as Acceptable,
Robust or Completely Robust), there are
two interesting points arising from the
answers to this question.

First, 40 per cent of CEOs think that
their strategy needs either Revisions or
Major Revisions in order to achieve
necessary results. This number seems
surprising given the amount of time and
effort that large companies spend
developing and enhancing their strategy,
usually on an annual basis. One
interpretation of this finding is that the
unprecedented pace of change in
business means that the strategy
processes traditionally used by large
companies are failing to deliver what is
needed in today’s business environment.

Second, CEOs are more critical of their
company’s business strategy than are
other executives. This may indicate that
CEOs have a greater understanding of
the business environment and challenges
ahead than do other executives.



Innovation is critical to
business success

Innovation is a more critical capability
for business than ever before. If you
want to stay ahead of the pack and have
products and services that excite
customers and represent value for
money, you have to keep innovating.
While half of CEOs and other executives
think that their company’s approach to
innovation is average for their industry,
overall, executives clearly think that their
company is more innovative than
average. This, combined with the fact
that 16 per cent of CEOs believe that
their company is a leader in innovation,
points to the importance of innovation
in today’s business world.

The UK market leads Europe
in Strategic Outsourcing

Today, the UK is clearly the most mature
Strategic Outsourcing market in Europe,
with 75 per cent of UK companies having
Strategic Outsourcing contracts. This
compares to an average of 38 per cent of
companies across the rest of Europe.

However, there are clear indications that
the German market, closely followed by
the French market, will expand
considerably during the next three years.
Looking at the level of importance placed
on Strategic Outsourcing as a business
tool over the next three years, and the
anticipated increases in the number of
Strategic Outsourcing providers that will
be used by companies, we see both these
markets following the UK in the
immediate future.

Many Strategic Outsourcing
commentators have recently been
pointing to other issues, such as the
ability to bring about change within the
outsourcing customer, and having
caught up with cost reduction as the
main driver behind Strategic
Outsourcing decisions. Our survey
shows that for Europe’s biggest
companies this is not the case. Reducing
and controlling costs was clearly the
main reason behind decisions to
outsource five years ago, is an even more
dominant driver today and is
anticipated to remain the dominant
objective to be achieved by outsourcing
in three years’ time.




However, it is certainly true that, looking
forward three years, Europe’s biggest
companies do show a marked shift toward
expecting Strategic Outsourcing providers
to help them achieve flexibility and
transformation in both business and IT.

Companies are satisfied with
their outsourcing contracts

Overall, most customers of Strategic
Outsourcing are happy with the service
they receive from their providers,
including their ability to meet their cost-
reduction objectives. Customers are most
happy with services from providers in
traditional areas of IT Outsourcing,
including their ability to deploy standard
solutions and their ability to improve
service delivery. However, customers are
least happy with their providers’
performance in terms of enabling
business transformation, or improving
business and IT flexibility. These are the
two areas on which companies are
placing most added importance over the
next three years. This raises a challenge
for Strategic Outsourcing providers who
must be seen to improve their service
delivery in these areas.

Expect to see a growing
number of deals signed on
newer consortia or
alliance-based models

Looking forward, companies want to
engage with multiple ‘best-of-breed’
Strategic Outsourcing partners. Given
that the survey covered both BPO and
ITO, this finding may not seem
surprising. However, the degree of
alignment on this issue was unusual for
a survey of this nature. This may suggest
that the benefits of using best-of-breed
suppliers are easy to see and that
executives have not thought through
some of the potential drawbacks such
as the management overhead involved.
This finding seems to fit with the
emergence of new outsourcing models
based on consortia and alliances that
provide access to specialist suppliers
through a single point of contact. These
outsourcing models that have started to
become more visible in the last two years
provide the benefits of the best-of-breed
model with the ease of management of
using a single supplier.




Two startling findings came in the area of
predictability of results. First, the
satisfaction of companies with the results
they receive from their Strategic
Outsourcing endeavours is not linked to
the amount of effort that they put in,
either in the selection of Strategic
Outsourcing providers or in their
management. This suggests that, today,
companies are not proactively driving
towards the outsourcing results they
need. Given executives’ expectations that
the competitive environment will get
tougher in the future, they will have to
ensure that the effort their companies put
into activities delivers the needed results.

Also, there is no link between whether
companies have explicit approaches to
their Strategic Outsourcing work and
their satisfaction with the results. This is
surprising, as it seems logical to expect
that companies that have developed
approaches to help them with their
outsourcing work should get better or at
least more consistent results. One reason
for this finding could be that the
approaches developed are not uniformly
applied across a company’s Strategic
Outsourcing work.
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Today, businesses face tougher challenges
than ever before. The combined
pressures of relentless global competition
and the ever-increasing pace of change
mean that businesses can never rest from
the job of working out how they will
navigate the challenges of the future.

Strategic Outsourcing is a key corporate
response to intensifying business
pressures. As competitive pressures grow
over the next three years, so will the
importance of Strategic Outsourcing as a
tool for delivering business results.
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