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2= Introduction

Does the beneficial
concept  of Business
Process Outsourcing profit
by the crisis?

a= The Situation

Key to survive the recent
economic crisis is
variability of cost, yet this
concept is not always
feasible.

One key advantage of a
BPO relationship is a
variable pricing based
on transactions.

Many early adapters of

BPO solutions have
benefited throughout
the crisis.

The BPO market has
not profited by the
crisis, but might profit
from the aftermath.
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This study analyses the behavior of companies in the economic crisis with
respect to Business Process Outsourcing (BPO). BPO - as a proven
organizational concept — frees the company’s resources, lowers fix costs, makes
the company more flexible and eventually more competitive in a more and more
globalized economy. The main question is: Does the crisis push BPO initiatives?

When the recent economic crisis turned serious in 2008 many industries where
particularly hard hit by its effects. Automotive companies and their suppliers for
example are still recovering from the downturn and many consumer goods
players could barely survive. The financial institution industry was at the core of
the crisis and has seen many established competitors disappearing. One
capability has proven to be the key to survive: variability of cost structures. Those
who are able to reduce costs in similar proportions as revenues erode can even
keep up profitability. However, who is really so flexible in terms of costs? In most
industries, technology and automation play a key role in order to stay competitive
— even though they always carry the typical risk of long-term investments. In
administrative functions it can be a risky game when corporations adjust the staff
always according to utilization. Besides the negative organizational effects of
continuously laying off and on boarding of people, process quality can hardly be
improved. On top of it, the relationship to the workers councils will be stressed.

No wonder that the Business Process Outsourcing industry had hoped over the
course of the crisis to benefit from the urgent need for variable cost structures in
the back office. One key argument of a BPO relationship is a variable pricing
based on transactions, i.e. calls conducted, orders entered, incidents resolved,
invoices processed and so on. The most typical pricing mechanism in the BPO
business is a combination of a fix base and transactional charges according to
the volumes handled.

No doubt, many early adapters of BPO solutions with flexible pricing agreements
surely have benefited throughout the crisis from an early BPO contract. But does
not have the crisis led into a rush for BPO deals?

Not really - as this research shows that analyses the effects of the 2008-2009
economic crisis in the BPO service market. The BPO market is experiencing
growth although companies claim that they are not pursuing additional
Outsourcing or Offshoring ventures to overcome the economic crisis. Due to the
high investment, companies consider BPO projects are a medium to long term
investment and therefore not suitable as concept to cope with the economic
downturn. Additional growth of the BPO service market is expected in the
aftermath of the recession as an indirect effect of the crisis. In addition, this
research indicates that the outsourcing market is still substantially differently
seen and evaluated by the client versus the provider side. While clients do rarely
see the need to set up a BPO solution or to move offshore in order to cope with
the crisis, BPO firms are much more optimistic. For many of them the crisis has
eventually cut the ‘Gordian Knot' and established a new openness for
outsourcing.
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== Objective and Methodology

The objective is to analyze
the impact of the crisis on
the BPO market an on
capitve Shared Service
offshore projects.

The empirical research is
based on expert
interviews.

Over the last decade the BPO service market has been growing at a steady
pace, but the current economic crisis, that is affecting to a greater or lesser
extent every economy in the world, therefore it is also affecting the BPO market.
In fact, it is necessary to balance the pros and cons to decide whether a
company can benefit from outsourcing and if it is a sensible strategy to start a
BPO project in times of crisis. The research objective is to analyze the impact of
the 2008-2009 global economic crisis on the BPO market and on captive Shared
Services offshore projects.

e Are companies pursuing additional BPO solutions as concept to cope
with the economic downturn?

e How is the crisis affecting the BPO service market?

e Are captive Shared Services consolidations/ centralizations and
offshoring projects driven by the crisis?

e What do the companies do to cope with the crisis?

The empirical research is based on expert interviews conducted with BPO clients
and BPO providers. The group of interviewees consists of experienced
practitioners with exhaustive experience in both: building and operating captive
Shared Services and co-operating with BPO providers. Most of the important
industries and services are represented in the experts groups.

a= The 2008-2009 Economic Crisis

Starting out as a mortgage
crises in the United States
the economic crisis spread
globally and lead to a
worldwide recession.

A dramatic rise in mortgage delinquencies and foreclosures in the United States
created what is now called the subprime mortgage crisis which in 2007 triggered
a credit crisis due to the lack of confidence by banks and investors. In a matter of
months, the financial crisis caused the intricate and highly leveraged US financial
system to fail. By the third quarter of 2008 the high volatility in stock markets and
the loss of confidence by investors in the US and Europe had spread to other
financial markets around the world and eventually unfolded into a global
economic crisis which is affecting every finance-based economy. Considered the
worst global recession since the Great Depression of the 1930s, this economic
turmoil has caused many companies around the world to fail, go into bankruptcy,
or suffer the impact of the crisis in their economic activity. Although the quick
response from the central banks diminished the effects of the crisis, it was
already too late and by 2009 the world was hit by an unprecedented recession.
Businesses have experienced a fall in demand for their goods and services,
revenues have fallen and profit margins have been reduced as prices are cut in
the attempt to increase sales. The unemployment rate has risen and the entire
social net has been affected. For many companies around the world sales have
dropped and they have had to implement emergency measures to compensate
for the losses generated by the market slump.



When companies are in
need of performance
enhancing measurements,
outsourcing might be a
sensible strategy.
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In times when companies need to cut costs, improve performance, and increase
profit margins, the benefits from outsourcing might be a sensible strategy. Cost
savings, improvement of process performance, reduction of fixed costs,
increased flexibility, and the possibility to focus on core competencies and
strategic business operations are the benefits from outsourcing.

2= What do Companies do?

Are companies pursuing
more outsourcing solutions
due to the crisis?

The BPO market has not
benefited from the crisis
due to upfront investment
and lack of managerial
capabilities.

The BPO market might
experience growth once
the economic growth has
re-started.

Is the current economic
crisis leading to a faster
consolidation of business
processes or centralization
of operations in Shared
Service Centers?

The BPO service market presents growth in terms of contracts value and the
number of contracts estimated in 10 to 20% in the period 2008-2009, particularly
in the last two quarters of 2008 and first quarters of 2009. However, although
there are tangible benefits of outsourcing, companies are not pursuing
outsourcing solutions to a greater extent due to the current economic crisis.

a= Figure 1: Impact of the Crisis on Outsourcing Decisions
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Only one quarter of the interviewees is seeing a link between the crisis and the
willingness to start a new outsourcing relationship. It is surprising that nobody
actually has experienced a direct consequence leading to a BPO case driven by
the crisis effects. Despite the fact, that many companies in the sample were
under severe economic pressure, none of them debated apparently BPO as a
kind of ‘emergency’ solution to overcome the situation. The need for upfront
investments and the lack of managerial capabilities to coordinate a BPO solution
were often mentioned as key reasons.

Nevertheless, an indirect effect of the current economic crisis might be a
potential increase on the demand for BPO services once the economic growth
re-starts. It is conceivable that this trend will be generated from the interest of
companies to achieve more flexible organizational structures in order to be better
prepared to cope with future economic crises.

So, if outsourcing is not seen as immediate action in a downturn situation, what
are other means to manage the need for flexible cost structures? Since all
experts in the panel are experienced Shared Services and BPO practitioners
they have seen the positive effects of centralization and consolidation of
processes.
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== Figure 2: Influence of the Crisis in Consolidation/Centralization of Operation

It can not be proven that
the crisis is leading
companies to  pursue
centralization or
consolidation.
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It cannot be proven that the current economic crisis is leading companies to
pursue the centralization or consolidation of business processes or the relocation
of Shared Service Centers to lower-wage locations. Again, unexpectedly none of
the company representatives does support the notion of speeding up
centralization processes. “In our situation, we need to figure out ways to survive
first, before we approach process issues again”, this typical quote of an
interviewee highlights the action - effect delay of activities to streamline
processes. Consolidation and centralization of processes need time, change
management and sometimes even investments. None of these attributes is
affluent available in times of crisis. For a BPO provider it looks different. Based
on their experience and proven capabilities to harmonize and consolidate
processes, bundling of additional activities in a Shared Service environment is
not a real challenge. It is kind of day-to-day business for them.
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Has the relocation of The fastest way to save costs is often the simple relocation of processes. Ten
Shared Service Centers to  years ago just shipping of activities from high cost country A to low cost country
il owageo 1 0 B was seen the easiest way to realize an offshore solution — even without
increased in the period L : . .
significant process improvements. This strategy had been improved over the
2008-2009 by the effects . . . o
o years; the process relocation is reengineered and process standardization
of the economic crisis? S .
upfront has demonstrated to be much more successful. But in times of crisis —
can simple process relocation be successful if time and money for process
reengineering are scarce?

== Figure 3: Relocation of SSCs due to Crisis
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Relocating to a low cost Apparently not. Only one fifth of the experts are supporting the relocation to a low

location Is  no solution  cost location while the majority believes these kinds of short-term action would at

during crisis. the end create more hassle and issues than help to overcome the problems.
“The 40% cost savings in Asia will fall you flat on your face when error resolution
costs will kill the business case in the mid-term”, despite the fact that on-site
costs in the high wage location will not disappear through an offshore move.
Employees to be laid off create a substantial severance burden which can turn
out to be deadly in times of cash scarcity. Again, for BPO providers it looks
different. For them moving processes to their offshore delivery centers is the core
business. According to language sensitivity checks a BPO provider will ultimately
try to move all activities which can be performed in English to the lower cost
offshore environment. For a company that is operating probably no offshore site
or who has had limited interaction with offshore operations the language
neutralization, process carve-out and transition to offshore locations has to be
learned first.

A BPO firm with a global SO, @S @ consequence the outsourcer's experience and existent global

footprint can quickly react infrastructure provides actually better flexibility to overcome crisis situations. A

to relocation needs. BPO firm with a global footprint can quickly react to relocation needs and is
better equipped to move processes on common standards. The final question is,
whether potential clients are aware of these capabilities of value them crucial
during a downturn situation.
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== Figure 4: Outsourcing as an Emergency Action
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Outsourcing should be a Outsourcing is not considered an emergency action. Furthermore, respondents

planned activity. consider that outsourcing should be a designed and planned activity orientated to
gain competiveness from economies of scale, specialization and location
advantages, and it should be aligned with the organizations’ goals and strategic
planning.

Outsourcing is not a Even though, BPO providers do have the capabilities to cope with the effects of a

preferred strategy during crisis better than most corporations, senior managers in charge are aware about

an economic downturn the time and preparation required to establish a sound BPO relationship. In fact,
outsourcing is not a preferred strategy to deal with an economic downturn. The
portfolio of cost-cutting strategies offers many actions with more immediate and
direct impact.

== Figure 5: Cost-reduction strategy
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In times of crisis From the financial point of view BPO and Offshoring are not among the most
companies prefer cost- fayored concepts to improve the bottom-line in the short-term perspective.
reduction and investment  companies prefer cost-reduction strategies and investment delays first in times
delays rath_er than BPO of crisis and recession. In addition, due to the required investment, difficulties
and Offshoring. . . . . . .
and costs derived from redundancies, companies avoid venturing additional
outsourcing or centralization projects. This leads to the conclusion that
outsourcing is perceived, by most respondents, as a medium to long term
investment rather than a fast solution to improve the competitiveness. And the
sensitivity towards investments is another reason that put BPO behind.



Companies consider BPO
as a solution against
economic downturn, but
they do not start projects
during times of crisis.
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Companies are reducing costs and cutting expenses, however the medium and
long term investments are delayed. The high investment of a BPO venture is
correlated with the delay of other projects in times of crisis and recession.
Therefore, companies might consider outsourcing solutions in general as
concept to cope with the economic downturn and the increased competition on a
global plattform but they are not starting projects during times of crisis and
recession.
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== Conclusion

As investments were delayed and costs were reduced, the BPO market suffered a slowdown from the
summer of 2008 until the second quarter of 2009. From the second quarter of 2009 until September 2009
when this study was conducted, the BPO market was experiencing a recovery. In the aftermath of the crisis
an increase in the demand for BPO solutions can be expected as a result of companies pursuing outsourcing
solutions to gain flexibility.

The main results from this study can be enumerated as follows:

* Due to the high investment and difficulties derived from redundancies, companies are not pursuing
BPO solutions as concept to cope with the economic downturn.

*  Growth in the BPO service market in the second and third quarter of 2009 is experienced.

« It is expected a growth of the BPO service market in the aftermath of the recession as an indirect
effect of crisis.

* The crisis is not leading companies to pursue centralization of operations or offshoring projects.

+ Companies do not consider outsourcing among the principal cost-reduction strategies.
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