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SYNOPSYS

Outsourcing is among the few IT success stories of recent times.  A combination of advanced technology, lower costs and reduced risk has proved very appealing to companies trying to implement IT systems successfully themselves in house. IT outsourcing had been the forte of very large organisations and many companies of all shapes and sizes especially the mid market companies are now choosing this as an option. 

The conventional thinking was that an organisation should outsource its non core activities. These activities may be essential for the business to operate but are not core activities that provide sustainable competitive advantage. Instead of taking the simplistic ‘core or non-core’ approach, the paper suggests a more creative way to evaluate a larger variety of competencies that will be required for outsourcing. 

Oraganisations have been sourcing their IT services needs from various external service providers. To ensure success of Sourcing, it is important that Sourcing and Vendor Management must be goal-oriented and have a long-term perspective. Well-managed Sourcing and Vendor Management benefits both the buyer and the provider by enabling supply and demand balancing, which results in more sustainable and productive cooperation.

Sourcing must always consider the company's service and quality requirements, the scope of operation, architecture, future plans, continuity, and overall costs as well as scalability, for example, in the case of mergers and acquisitions. Sourcing plays a key role in the development of new business concepts by introducing new opportunities and solutions enabled by IT and vendors.

The objectives of Sourcing must be efficient, appropriate and timely sourcing of services and solutions by leveraging the expertise and insights of suppliers. In addition actively maintaining quality and cost level, a strong negotiating position, and market price awareness throughout the life cycle of services will be important. From a customer perspective, outsourcing must bring innovations and opportunities into business development for the supplier. 

This paper looks a variety of competencies that will be required for successful outsourcing, demand and supply balancing and is structured as follows: 

1. An insight into the shifting demand priorities of the customers and favouring capabilities of emerging and leading providers. In addition, the challenges in continental Europe specifically for offshore providers in supply management are discussed and the need for a distinctive customer interface and go-to-market approach, modulated for specific verticals and geographies. 
2. Opportunities for mid market organisations to enter the outsourcing bandwagon to leverage access to skills, technology and cost efficiency
3. Critical points to be considered to pursue a successful sourcing strategy from a sourcing and supplier management perspective
Section-1

Shifting Demand Priorities of Customers

Customer demand is shifting in favoring capabilities of both emerging and leading providers in the market. This includes offshore providers in India, China and Eastern Europe as well to support their global expansion. There has been an absolute decline over 2-3 year horizon in corporate spending on IT and IT services driven by overall corporate budget position and outlook towards technology investments.  Customers are today focusing on 
significant focus on Total Cost of Ownership (TCO) of IT components covering all elements of the solutions lifecycle for design, build, support, and operate. 

Customers are increasingly appreciating cost and quality proposition of leading offshore vendors and raising strategic priority of offshoring not just applications but also BPO and infrastructure management. There is good demand  for BPO across horizontal processes and select industry-specific vertical processes like BFSI vertical processes and CRM to name a few. 

Customers cutting back on new systems spend and shifting away from big-bang, high-risk systems implementation to consolidation, application integration, and smaller, more digestible projects. There is increased reliance on ‘strategic procurement’ of IT services, resulting in vendor consolidation and eroding incumbent relationships. There is a strong preference for scale that service providers can provide. 

Global IT services firms and large System Integrators are under pressure from low demand for IT consulting and systems integration work resulting in severe revenue and profit shortfall for “project-based” firms especially in the mid-tier organizations. There is increased pressure on global vendors to offer lower rates backed by credible global delivery capability. 

Supply Challenges in Continental Europe   

For continental Europe specifically for offshore providers, given language, stronger incumbency of local System Integrators, it will be crucial to localise their front end  capabilities to a higher degree than in the US and UK through a combination of local hiring or acquisitions/alliances with local firms. For France and Benelux to a certain degree, due to the relatively conservative mindset of customers and absence of real outsourcing, go-to-market approach should be heavily localised and backed by a strong on-shore and skills-based proposition rather than a typical offshoring based proposition.

In verticals where it is has no or limited base – e.g., Banking & Financial Services, Manufacturing, Government, and Transportation, the suppliers lead offerings should emphasise either BPO or point-solutions. This might require a willingness to set up Build Operate and Transfer (BOT) or Joint Venture (JV) structures with customers and acquisitions of alliances with vertical-focused niche System Integration firms. 

Need for a distinctive customer interface  
Supply organisations should enhance their service line initiatives within the application, business process, and infrastructure domains in line with market demands and priorities. Suppliers should invest in a distinctive customer interface modulated for specific verticals and geographies, which will include Consultative practitioner-sales, solution architecting, program management, and contract management.  For strategic customers, there is a need for Client Service Directors who can identify pressing customer needs and help client service teams pull together an appropriate solution potentially across BPO, applications, and infrastructure that delivers business impact.  

Suppliers should have  “solution architecting” capability of two types  viz.;  delivering business impact through delivery of integrated processes, applications, infrastructure  and providing business benefits through targeted, point services either horizontal or vertical rooted in domain knowledge. Program management” capability is important to leverage technical and domain expertise to ensure holistic management of the customer interface on a day-to-day basis, project scope, and delivery. 

The Program Manager would oversee multiple Delivery Managers within such a situation across BPO, applications, and infrastructure offerings and robust contract management capabilities to structure and manage performance-linked outsourcing arrangements. 

Section-2

Demand Priorities in Mid Market organisations

IT outsourcing had been the forte of very large organisations and many companies of all shapes and sizes especially the mid market companies are now choosing this as an option.  

Midmarket spend an average of 5% to 10% of overall revenues on IT spend depending their industry. Mid-market firms are forced to spend a proportionally higher percentage of their revenue to get similar levels of IT capabilities compared to larger firms in their industry. One is that lower purchasing volumes lead to higher price points for similar IT investments provide them less benefit and capabilities per investment dollar. 

Mid-market firms have not undertaken the rigorous IT cost-cutting efforts, including the increased use of outsourcing, which has been completed by many larger organizations. They now have the potential to reap significant cost savings by improving the efficiency and effectiveness of their IT operations. Firms with very high relative levels of IT spend likely have much “low hanging fruit” in terms of potential areas of cost savings.

A more centralized environment is also typically better prepared to move toward greater usage of alternative service delivery models like shared services, which in itself is a centralized form of service delivery and outsourcing. The challenges faced by mid market companies are IT and business alignment,  justifying costs and securing adequate IT budgets to operate and access to skill needs. Due to these challenges, IT organisations in mid market are perceived to be cost centres than adding value to business. 

IT Outsourcing both domestically and offshore, is a common means many mid market organizations are considering to both reduce IT costs and gain access to needed IT skills and capabilities. The areas that are being considered seriously are hosting services, Storage management, networking services, Application Management, Helpdesk/end user support, security services, data centre services, mobile computing and server desktop management. The outsourcing is expected to increase across all areas of IT operations and the trend is towards capital expenditure reduction, capacity based on demand both for infrastructure and application services. 

The focus on the role of IT in the business depends on where the company is located on the maturity curve: the majority of Mid-Market companies are still using IT purely for an operational purpose and thus have not reached the point where they need to radically change the way they do business in order to gain a competitive advantage. Once they reach this point, management’s perception of IT starts to change as they realise that IT has to be a central component in the business transformation process.
Supply imperatives for Mid Market 
Large outsourcing suppliers are keen to get into midmarket and they have not had great success in penetrating the mid-market outsourcing market. Outsourcing service offerings should be tailored to or compelling enough to motivate mid-market buyers to outsource. Large Providers should overhaul their offering by to provide flexibility and attention that the mid market organisations will require. 

Midmarket organisations are definitely looking for different types of relationships with their vendors. Whereas Fortune 500 companies tend to focus on service levels and delivery, midsized companies value flexibility.  It’s important for mid-market companies and their service providers to be culturally compatible. The outsourcing should be viewed less as a supplier-customer relationship and more as collaboration, particularly at the mid-market level.  Mid-Market companies are in majority interested in using a one stop shop for their IT products and services. Often the single provider will also be used as a trusted advisor when it comes to making major investment decisions.

Deciding to outsource part or all of a business’s IT is not exempt from risk. The majority of Mid-Market businesses associate outsourcing with a loss of control, and many IT managers are deterred from using outsourcing in fear that the outsourcer will take over systems while internal IT staff and managers who have had a long experience in 
running these systems will not be able to have their say. Despite the fact that cost savings represent the greatest benefit of outsourcing, there is still a perception in the overall Mid Market that these savings might not realised.  It will be up to the service providers to demonstrate how and where cost savings will be generated through outsourcing.
Section 3

Critical Points to be considered while pursuing a successful sourcing strategy

Well-managed Sourcing strategy benefits both the buyer and the provider by enabling supply and demand balancing, which results in more sustainable and productive cooperation. 

From a demand perspective efficient Sourcing is important in establishing and sustaining service levels. Correcting mistakes made at the sourcing stage is very difficult during Service Management or Project Management. In any outsourcing contract the supplier may only comprise certain components of the SLA pyramid. The temptation at this point is to focus the contract on the specific SLAs that apply to that vendor. 

However, to maintain the service focus of IT, the ideal outsource contract will focus SLAs at the true service level and show exactly how the vendor performance measurements incorporate into that calculation. This allows the formation of SLAs that are truly meaningful in business terms and maintain the vendor’s focus on the client’s business goals. Assumptions within the contract can eliminate from penalty those factors that are outside the control of the vendor, but the measured entity should be an end-user visible, IT service metric with tangible business impact.

Sourcing and Supplier Management must be goal-oriented and have a long-term perspective. Well-managed Sourcing and Supplier Management benefits both the buyer and the provider by enabling supply and demand balancing, which results in more sustainable and productive cooperation. Sourcing must always consider the company's service and quality requirements, the scope of operation, architecture, future plans, continuity, and overall costs as well as scalability, for example, in the case of mergers and acquisitions.

Objectives of Sourcing and Supplier Management
The major objectives of Sourcing and Supplier management are discussed below. 

On the demand side, efficient, appropriate and timely sourcing of services and solutions by leveraging the expertise and insights of vendors is important. 

Again on the demand side, customers work towards actively maintaining quality and cost level, a strong negotiating position, and market price awareness throughout the life cycle of services from the supplier. 

From a supply side, bringing major technology innovations and opportunities into business development will create a win. Supplier’s transformation competency is based on capabilities which determine the extent to which a supplier is equipped to delivery radically improved services in terms of cost and quality. 

 It is vitally important if the customer is seeking radical transformation of its back office from the outsourcing relationship. This includes the supplier's capabilities to exploit technology, redesign business processes, and empower staff to a customer-focused culture. The transformation capabilities must be exploited for the customer's benefit, not just to increase the supplier's margin.
Key competencies in Sourcing Management 
The key challenge for sourcing management is to understand the true value derived by the buyer organization. Therefore, sourcing executives need to have cross-functional skills. Sourcing executives have both a strategic role and an operational role: they help select strategic suppliers, support transition, establish governance structures, manage service delivery, and should be able to think creatively in order to get more from their suppliers. 
Although the Sourcing Manager establishes the principles for sourcing, the actual decision-making responsibility rests on the Business in accordance with the company's responsibility matrix. Moreover, the Sourcing Manager is responsible for monitoring vendors' product and service development and for keeping the Business aware of new technological or commercial developments.

The Service Manager along with the Sourcing Manager should manage the service level agreement metrics, their financial consequences and to create incentives for the sourcing supplier to provide outstanding service. When these metrics go under reported or unchallenged, performance will degrade, and the entire arrangement can be seriously jeopardized. Additionally, both should oversee performance and delivery of all of the supplier's projects and new services, and ensure that these are delivered compliant not only with the Service Level Agreement, but with agreed upon change management and other quality controls.

Yet another competency is the proactive role legal departments should play in sourcing arrangements. The role of legal departments in advising should not only be around risk reduction but to create a win-win situation for both customer and supplier. A feature common to all outsourcings is the significant commitment of time and resources required from both the customer and the service provider, in order to manage the outsourced relationship successfully and foster the degree of trust required to lead to a win-win situation. An understanding from the outset of the key issues from each party’s perspective and a robust governance model to manage the key aspects of the interaction of the parties will be critical to a successful long-term outsourcing relationship.

Conclusion: 
To ensure success of Sourcing, it is important that Sourcing and Vendor Management must be goal-oriented and have a long-term perspective. In IT outsourcing relationships the implementation of Demand Supply management is a pre-requisite to managing the outsourcing relationship properly and ensuring the governance of the relationship. The implementation of Demand Supply management is a mutual responsibility of the service recipient and the service provider. 
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