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Strategic outsourcing In
business transformation

Keith Griffiths of IBM examines how outsourcing can play a key role in meeting
the challenge of organisational change.

lobalisation, deregulation and
G disaggregation of markets, the

imperatives of growth, fierce
competition and relentless pressure on
costs. This is the landscape on which
today’s business strategies are being
painted. New technologies and their
proliferation into every sphere of busi-
ness, the public sector and, increasingly,
the home, have opened up radical new
ways of conducting existing business
through improved communications with
customers and suppliers. The internet
and the rapid growth of electronic com-
merce are set to take this to a new di-
mension of opportunity.

Against this backdrop, companies are
recognising the need to address the fun-
damentals of how they do business
today and how they prepare for and in-
tercept the most promising of those tech-
niques, technologies and market devel-
opments which will deliver the leadership
capabilities they seek for the future.

Realising the vision
Perhaps the easiest task is to paint the
new business model. Translating the vi-
sion into reality is the challenge; how to
overcome outmoded organisation struc-
tures, ossified cultures, business proces-
ses designed for a bygone age, inflexi-
ble and, perhaps, fragile, legacy
systems and technology.

Most successful companies with a
long and proud heritage recognise the
need for periodic organisational re-
newal and reinvention of their enter-
prises, to build on the strengths that
have made them successful and to
eliminate those features or cultural at-
tributes which hold back their growth
and development.

The potential prize for the swift and
resolute is great but the challenge can
seem daunting. Transformation on the
scale and pace that today’s business en-
vironment demands is forcing compa-
nies to contemplate unprecedented lev-
els of change across the spectrum of
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their business operations. How can they
manage the risks, and ensure certainty
of delivery when failure is not an option?

Fundamental reviews
Progressive companies in every sector
have completed, or are engaging in,
an in-depth examination of their activi-
ties to identify those capabilities which
comprise their core competencies and
help them deliver sustainable competi-
tive advantage and/or provide genuine
differentiation in the marketplace.

To be confident that they can main-
tain and improve their competitiveness
companies must perform these core ac-
tivities at ‘best-in-class’ standards and
ensure that their key strengths are re-
tained within the enterprise. It follows,
therefore, that these are the areas which
deserve, over the long haul, to attract
the maximum management focus and
investment. Only in this way can a com-
pany increase the depth, effectiveness
and cutting edge of those attributes
which contribute most directly to the suc-
cess of the company and help to max-
imise shareholder value.

Questions to answer
What then of the non-core or enter-
prise activities? How can they best be
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handled to ensure that they are per-
formed in the most efficient and cost-
effective manner providing the increas-
ingly high levels of service which the
best-in-class core enterprises activities
demand?

How can these be orchestrated to de-
liver service on a flexible basis, respond-
ing to peaks and troughs of activity,
whether seasonal or geared to the ebbs
and flows of the economic cycle? How
can they be extended rapidly, perhaps
to underpin expansion into new coun-
tries or regions, and how can quality
and consistency be maintained in this
environment?

How can all this be achieved while re-
ducing unit costs and preferably reducing
the fixed costs structure of the enterprise?
Most importantly, how can all this be
brought about without imposing so se-
vere a drain on the management talent
of the enterprise that it deflects them from
those critical core business activities
which are fundamental to the health and
success of the company?

Classic methods to identify and elimi-
nate waste and duplication are an obvi-
ous starting point. One manifestation of
this is the move towards shared service
centres (SSCs) to centralise, rationalise
and standardise routine, yet critical,
business activities, such as account-
ing/billing, customer service manage-
ment, sales and marketing support, and
general administration or ‘back office’
processes.

The span and nature of SSC opera-
tions are many and varied. Examples
exist of those which operate on a cross-
divisional basis, within a single com-
pany boundary, through to those at the
other end of the spectrum which operate
on a group basis, perhaps supporting
multiple companies in multiple countries
across a whole continent or region.

Delivering value
While cost reduction lies at the heart of
such initiatives, the more well-devel-
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oped schemes have broader objectives.
For example, the business case for SSCs
can help underpin the development of a
newer, more flexible, support infrastruc-
ture of skilled resources, which utilises
the latest, most adaptable resilient sys-
tems and technology.

These, together with the streamlining
of processes, can lead to improvements
in delivery and execution and provide
enhanced levels of support within the
business. In turn, this should provide the
foundation for a more flexible organisa-
tion with a greater capacity for change.

A further valuable by-product of the
SSC concept is that it can help generate
additional value for the organisation,
such as by centralising much of the key
business data, which might hitherto
have been held on disparate, potentially
incompatible systems and databases.
The company has the opportunity to
build more easily a comprehensive
repository of data of its customers, sup-
pliers and partners which might under-
pin future customer intimacy program-
mes or more effective procurement or
supplier management initiatives.

The challenge — managing
the transformation

The development of an SSC will require
a comprehensive review and redesign of
the organisations involved and a whole-
sale reshaping of the processes, systems
architecture and technologies utilised. It
is likely that the substantial replacement
of existing technologies and infrastruc-
tures will be involved. Even where the
desired systems and facilities exist, it is
possible that their use is not uniform
and that the existing infrastructure de-
ployment and support arrangements
may be inappropriate for the new or-
ganisational model.

Where the programme involves
large-scale renewal or replacement of
the business systems and software ap-
plication architecture — such as replac-
ing existing bespoke legacy applications
with ‘packages’ — the programme takes
on an added complexity.

Once the desired SSC concepts and
design models have been settled on, the
difficult task begins.

Getting the job done

The barriers to successful execution of
an SSC strategy are formidable. Com-
panies embarking on this journey need
to tackle head-on the issues of massive
organisational change, including the in-
ertia associated with the status quo and
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and databases

existing ‘baronies’ and boundaries (ge-
ographic or organisational).

Top-level executive sponsorship is a
prerequisite. A quality communications
programme is also needed. This must
address, and reinforce continuously, the
business rationale for the change and
provide feedback mechanisms to deal
swiftly with the issues and concerns of
both the recipients and providers of the
services throughout the lifetime of the
change programme. This will need to be
underpinned by an effective culture
strategy, as will a detailed training pro-
gramme for all those affected by the
new processes, procedures and tech-
nologies in the SSC.

The renewal of the IT support systems
and the development of comprehensive
support arrangements will require qual-
ity in IT implementation and integration
skills to ensure their timely execution
and delivery. These will take on extra
significance where the enterprise is re-
quired to master substantial new tech-
nologies to deliver the SSC.

Such an all-embracing business
transformation will require individuals
and teams of the highest calibre, who
are well-versed in programme manage-
ment techniques and the formal disci-
plines of project management. Risk mit-
igation and contingency strategies are
fundamental to securing an orderly and
timely implementation and transition.

How can strategic
outsourcing help?
Outsourcing has now become estab-
lished within the array of weapons in the

management armoury. It has, however,
evolved from a technique which yielded
tactical advantage to one which, used
imaginatively, can generate enduring
value for an organisation and provide
real competitive advantage.

For many organisations, the yardstick
for their outsourcing decisions is still a
question of whether an external provider
can provide services at lower cost with
improved levels of service, compared
with their internal providers.

Increasingly, however, this is just the
starting point for a more informed de-
bate. Can a potential outsourcing part-
ner provide:

e astep change in capability, extending
the art of the possible by providing a
breadth and depth of skill and exper-
tise beyond the reach of the internal
organisation?

o achieve world-class delivery across
the value chain by driving innovation
and renewal through mastery of the
newest techniques, technologies and
systems?

o enable faster execution and universal
deployment through the utilisation of
existing worldwide infrastructures and
resources?

When a strategic outsourcing partner
can marry these execution and delivery
skills with in-depth industry expertise, a
solutions portfolio of ‘best-of-breed’
technologies (backed by a multi-billion
dollar annual investment in R&D to keep
those capabilities at the forefront of the
industry), and combine this with demon-
strable, practical experience, then the
arguments for outsourcing become
more compelling.

The calibre and credentials of the key
delivery team, which will be drawn from
both organisations, will be critical to the
success of the programme. The strategic
outsourcing partner must bring in peo-
ple with the talent and skills to get the
job done. In particular, the senior exec-
utive nominated must have the stature
and authority to imbue confidence in all
those dependent on the successful out-
come of the programme.

A successful track record of relevant
large-scale transformation that provides
the confidence and certainty that the risks
and uncertainties can be anticipated and
managed, is not earned lightly.

In IBM’s case, we can draw on an
extensive reference capability span-
ning the major industry sectors, and
many public sector organisations, in
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all regions touching most areas of crit-
ical business activity.

IBM’s transformation

We have also swallowed our own medi-
cine through the wholesale re-engineer-
ing and reinvention of our company in
one of the most competitive and dynamic
industry marketplaces. This has involved
taking out more than $7bn of costs over
a two-year period. We have transformed
our internal processes, business systems
architecture and technologies. All this
while refocusing and realigning our
whole organisation to reflect the global
competitive realities we faced. In so
doing, we have re-established our lead-
ership position as a services, solutions
and technology provider.

Within IBM, this process of change
and renewal continues at a relentless
pace. Our investment and commitment
to the burgeoning area of electronic
commerce, across the whole spectrum
of our business, reflects our conviction
that this is the arena where our future

Developing and
delivering a value
proposition which

exceeds our customers’
widest ambitions is one
of the most exciting
and rewarding aspects
of strategic outsourcing

success, and that of our customers, will
be determined.

We have, therefore, implemented the
strategies involved in successful SSC ex-
ecution, on a national and international
basis. These lessons were sometimes
painful and always hard won. We strive
to harvest the intellectual capital and
best practice derived from these en-
deavours for our own future benefit and
for our customers.

SPOTLIGHT

Shared Service Centres

The value proposition

We are mindful that each customer situa-
tion is unique. The strategic outsourcing
relationships must, therefore, reflect those
individual customer needs and culture.
Our experience shows that the strongest
relationships are developed through an
open dialogue based on mutual trust and
a joint commitment to success, often em-
bracing a shared risk-reward philosophy.
The commercial arrangements struck
should seek to embody these objectives,
reinforcing and strengthening these char-
acteristics throughout the lifetime of the
relationship.

Developing and delivering a value
proposition which exceeds our cus-
tomers’ widest ambitions is one of the
most exciting and rewarding aspects of
strategic outsourcing. =

Keith Griffiths is the business development
director at IBM global services. He has 30
years’ experience of large-scale business
transformation in both the private and
public sectors in the UK and overseas.
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