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Background and scope of the research

The value proposition of Procurement Outsourcing (PO) is centered around spend-related savings and 
not labor arbitrage. Consequently, the degree of offshoring in PO contracts is only around 25% – less 
than half of the typical offshore component in other outsourcing markets like Finance & Accounting 
Outsourcing (FAO). However, more recently we are witnessing increasing levels of offshoring in PO 
contracts, as global sourcing has the potential to become a significant enabler for outsourcing 
procurement by providing additional levers for managing the operational costs 

In this study, we analyze key trends emerging in the offshore PO market. We focused on:
Offshore adoption in PO
Role of global sourcing in PO
Offshore supplier landscape
Implications for buyers and suppliers

The scope of analysis includes:
Third-party PO contracts and not shared services or captives
Multi-process PO contracts that involve outsourcing of three or more activities from the Source-to-Pay 
(S2P) process with at least one activity each from Sourcing and Procure-to-Pay (P2P), addresses at 
least US$150 million of managed spend, and a contract length of at least three years
All multi-process PO contracts signed as of August 2007
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The adoption of offshore in PO has been limited when 
compared to other outsourced G&A functions like F&A

Proportion of contracts with offshoring
Number of contracts

Degree of offshoring
Average percentage of work done offshore 

70 214100% =

63%
77%

37%
23%

PO FAO

Completely 
onshore 

contracts

Contracts 
with offshore 

component

26%

69%

PO FAO
n = 70 n = 214

Sample size: 70 PO contracts as of August 2007; 214 FAO contracts as of March 2007
Source: Everest Research Institute (2007)
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The key reason for low offshore adoption in PO is that 
labor arbitrage is not a key value creation lever

People Process Technology
Labor 
arbitrage Expertise Efficiency Effectiveness Infrastructure Applications

PO

HRO1

FAO

Value creation levers for BPO1

The primary focus in PO is to reduce procurement spend on non-core goods and services and 
not on operational cost reduction. People expertise, process effectiveness, and technology are 
the three key levers for value creation in PO 

The primary focus in PO is to reduce procurement spend on non-core goods and services and 
not on operational cost reduction. People expertise, process effectiveness, and technology are 
the three key levers for value creation in PO 

Significant

Low

Medium

High

Negligible

1 Defined in appendix
Source: Everest Research Institute (2007)
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Both pull and push factors are driving the increased 
use of global sourcing in PO

Pull-factors enabling global 
sourcing

Innovation in PO technology
Enabling offshore procurement 
professionals to play much more 
value-adding roles
Allow tasks to be shared across a 
team of geographically-spread 
specialists

Improved offshore-skills
Quality and efficiency focus
Gaining exposure and experience 
in foreign markets

Increased buyer acceptance of the 
global sourcing concept

Buyers are better educated and 
experienced than before and bring 
a more mature eye to the buying 
process

Push-factors driving global 
sourcing

Enhanced value proposition of 
PO

Providing additional levers to 
manage increased operational 
costs
Offshoring can be a starting 
point as it is non-threatening to 
buyer’s core procurement

Driving process improvement
Increased focus on quality 
initiatives
Ability to centralize and 
rationalize globally distributed 
operations
Creates operational flexibility 

Global 
sourcing

in PO
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5. Manage 
operational 
costs

4. Enforce 
savings

3. Measure 
savings

2. Establish 
savings target1. Define “savings”

Key question
How to achieve 
spending 
compliance?

Challenges
Fragmented 
and 
decentralized 
spend
High maverick 
spend
Budgetary 
issues

Key question
How much can 
be saved?

Challenges
Significant 
external vendor 
relationships
Lack of spend-
visibility
Moving saving 
targets

Key question
What do you 
mean by savings?

Challenges
Defining savings 
for complex 
categories
Economic 
fluctuations
Differing 
stakeholder 
expectations

Key question
How to deal with 
increased cost of 
operations?

Challenges
Up-front 
investment in 
systems
Higher ongoing 
staffing

Key question
How do you 
calculate actual 
savings against 
targeted?

Challenges
Savings 
attributable to 
supplier initiatives
Unclear distinction 
between spend-
savings and 
spend-avoidance
Lack of systems 
to measure 
savings

The roadmap to realizing PO savings is complex and 
challenging

Five-step roadmap to realize savings in PO

Global sourcing in PO 
provides levers to effectively 
manage the operational costs

Note: For additional coverage on this topic refer to – Roadmap for Realizing Savings in PO (ERI-2007-1-W-0212); 2007
Source: Everest Research Institute (2007)
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Opportunities for value creation through offshoring 
exist for P2P and analytics

Offshorability of sourcing related processes

Spend analytics

Strategic sourcing

Sourcing strategy

Specification development

Vendor selection

Bid evaluation and award

Trading and negotiation

Category management

Vendor management

Relationship management

Vendor enablement

Vendor contract compliance

Offshorability of Procure-to-Pay (P2P) related processes

Purchasing

Contract compliance

Accounts payable

Helpdesk

Procurement systems

E-auctions

Catalog management

Solution hosting

High Medium Low

Source: Everest Research Institute (2007)

Along with P2P and analytics, there are sub-processes 
within strategic sourcing and vendor management that 
have medium-high offshore potential
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The PO supplier landscape is expanding

Increasing 
options for 

buyers

Offshore-centric

Global multi-tower

PO full-scope

PO specialists

http://www.xchanging.com/
http://www.icgcommerce.com/
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Everest Research Institute has the resources, experience, and capabilities to provide 
companies with the strategic intelligence, analysis, and insight that are crucial to 
making the right decisions in today’s outsourcing marketplace. 

With the vision of our leadership team, the personal commitment, and indeed, the 
passion of our professionals to deliver real value to our clients, our organization is 
unsurpassed in its ability to guide your company’s future success.

Everest Research Institute
Two Galleria Tower
13455 Noel Road, Suite 2100
Dallas, TX 75240
U.S.A.
+1-214-451-3110
www.everestresearchinstitute.com
info@everestresearchinstitute.com

Everest Australasia
Level 6, 90 Mount Street
North Sydney, NSW 2060
Australia
+61-3-9833-1018

Everest India 
Ground Floor, Tower A
Unitech Business Park
South City - I, Gurgaon
National Capital Region 
India 122001
+91-124-304-1000

Everest UK
83 Baker Street
London, W1U 6LA
United Kingdom
+44-87-0770-0270

Everest Group
150 E., 52nd Street, 16th Floor
New York, NY 10022
U.S.A.
+1-646-805-4000

Everest Canada
The Exchange Tower
130 King Street West, Suite 1800
Toronto, ON 
Canada M5X 1E3
+1-416-865-2033

Everest Australia
409a Wattletree Road 
East Malvern
Melbourne, VIC 3145
Australia
+61-3-9509-3933

Get the answers today that lead to tomorrow’s 
success

Everest Group
Atrium Building 3rd Floor
Strawinskylaan 3051
1077 ZX Amsterdam
+31-2-0301-2138
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