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What is Outsourcing? ®
SERVICING10

Lift and shift — simply removing a process and associated cost
Smartsourcing — improving a process while reducing cost
Rightsourcing — improving a process, improving other aspects
Crowdsourcing — improving a process, using networks

Vested outsourcing — improving a process, sharing risk
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What are BPO, BPM, and KPO?
There are a variety of terms used, often interchangeably, when discussing business process management. 
Business Process Outsourcing – can be anything we want or need it to be.
Lift and shift – simply removing a process and associated cost.  
Lift and shift is the way most people think about BPO work.  In this approach, cost savings are key.   Providers are interchangeable. 
Smartsourcing – improving a process while reducing cost - and its close companion: rightsourcing
Rightsourcing – improving a process, improving other aspects;  are focused adding value for the client dollar but still focuses on reducing cost as the primary consideration.  
Crowdsourcing – improving a process, using networks.  Crowdsourcing is new to the BPO scene and is found where piecework can be done virtually anonymously.  Crowdsourcing is used by Amazon in their “Mechanical Turk” application.  This application allows jobs to be posted and job seekers to sign up for the job.  The job is typically transactional based and pays very low wage per item completed to the satisfaction of the job seeker.  Crowdsourcing has not entered the financial space…yet.
Vested outsourcing – improving a process, sharing risk.  Vested outsourcing relies on a partnership that shares in the management of the client’s business for the aspect of the business being outsourced.  This type of arrangement may be transactional in nature but the compensation for the partners is based on shared risk and reward.


Why Outsource? ®
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Executive Survey: The Outsourcing Institute's Annual Survey of
Qutsourcing End Users

Top 10 Reasons Companies Qutsource

#1 Reduce and control operating costs & #2 increase capabilities

Top 10 Factors in Vendor Selection

#1 Commitment to quality

Top 10 Factors for Successful Qutsourcing

#1 Understanding company goals and objectives
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Top 10 Factors in Vendor Selection
Commitment to quality �2. Price �3. References/reputation �4. Flexible contract terms �5. Scope of resources �6. Additional value-added capability �7. Cultural match �8. Existing relationship �9. Location �10. Other��Top 10 Reasons Companies Outsource
1. Reduce and control operating costs �2. Improve company focus �3. Gain access to world-class capabilities �4. Free internal resources for other purposes �5. Resources are not available internally �6. Accelerate reengineering benefits �7. Function difficult to manage/out of control �8. Make capital funds available �9. Share risks �10. Cash infusion

Top 10 Factors for Successful Outsourcing
1. Understanding company goals and objectives �2. A strategic vision and plan �3. Selecting the right vendor �4. Ongoing management of the relationships �5. A properly structured contract �6. Open communication with affected individual/groups �7. Senior executive support and involvement �8. Careful attention to personnel issues �9. Near term financial justification �10. Use of outside expertise


Qutsourcing Decision Drivers

How important are the following business drivers behind yourcompany's
ITO & BPO decision-making this year? Answer= \Very Important

Less than $750m  ® Between S5750m and $3000m = Greater than $3000m
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When 209 enterprise buyers of outsourcing services were asked what were the most important reasons  driving them to evaluate outsourcing in 2010, we received the following results across small (under $750m revenues), mid-sized ($750m-$3bn) and large ($3bn+) customers:
Figure 1: Customers are looking to drive change into their operations to become more effective globally
You can clearly see the contrasting motivations here between small, medium and large-scale enterprises when in comes to their motivations behind outsourcing.  Let's drill a bit deeper here...
Cost-reduction dominates, but only where there is significant scale to exploit labor arbitrage opportunities.  While the mid-large customers (90%) overwhelmingly look at cost-reduction as their prime driver, smaller firms do not have the same scale to enjoy such immediate cost take-out potential, with only 60% citing reducing costs as a primary driver.  They actually regard accessing new process acumen, technical skills and having support to operate more effectively at a global level, as similarly powerful motives. 
Empowering global operations and re-engineering processes are coming to the fore.  When we ran a similar study six months' ago, it was already becoming clear that customers, when looking at outsourcing, are anticipating more business benefits than merely driving our some initial cost.  As we emerge from the recession, their desire to leverage global sourcing to help them operate more effectively as a global organization and re-wire their operations to support that process, is becoming even more apparent, with over half of all customers citing the need to globalize and transform processes as prime outsourcing motives.  And this is across all size-classes of customer.  The need to globalize is impacting all companies, and outsourcing is providing one vehicle firms are looking at to help them achieve it. 
The mid-market increasingly views outsourcing as a vehicle to force change into their business operations.  As we've discussed exhaustively during the downturn, many businesses are struggling to break out of the old way of running operations, and outsourcing is increasingly being viewed as a major change-agent, with close to two-thirds of mid-sized customers citing this as a very important driver for outsourcing this year.  While mid-market customers clearly feel the need to combat fatigue from old business support models, large firms are less inclined to view outsourcing this way, as they are more used to using customized sourcing approaches and captive / shared services models, that are harder to "change" solely with outsourcing engagements.  Small firms tend to use outsourcing moreto augment the value it brings from an added resource, talent and global standpoint, but because of the lack of scale will struggle to force real change into the business models with limited labor arbitrage opportunity.
There's much more to follow from this study in the coming days, but we can already conclude that this unique view across the real drivers behind outsourcing clearly compliments the profound and fundamental changes we are going through across most industry sectors.  Global business is rapidly changing, and outsourcing provides a vehicle for many business to change with it.  Phil dot Fersht at horsesforsources dot com.
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