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Foreword 

 
Historically, recessionary times have been good for outsourcing, but will it be the same this time?  A concern of 
some is that the outsourcing industry will not be ready or able to deliver without a creative re-think of business 
models in key areas, such as pricing structures, relationship models and the contracting processes.  Not doing so 
shall weaken the UK’s competitiveness and grow a deficit in the current account. 
 
In short, the industry runs the risk of missing the boat at a pivotal time in its history.  This has been brought 
about by the coming together of three ‘revolutions’ – technological, commercial and financial – combined they 
have created the ‘perfect storm’ for the outsourcing industry. 
 
This paper is the output from a series of roundtables at which representatives from over 40 organisations have 
considered these factors.  Academics, industry commentators, consultants and legal minds, have analysed the 
future relationships between outsource buyers and suppliers.  These experts concluded the impact of the  
rationing of cash and capital, the lock in of deal-based legacy contracts and the emergence of new competitors 
with innovative business models which deliver web based applications as services ‘in the cloud’ would transform 
the outsourcing landscape within five years. 
 
This paper challenges the established view that IT has to be a capital and people intensive industry.  In this new 
decade, business survival and performance will be driven by business leaders demanding: agile technology, fast 
procurement, speedy delivery, opex-funded transformational initiatives that payback within the financial year 
and the delivery of value deep into their business’ frontline. 
 
CIOs and board level decision makers need to take a fresh look at their existing and future outsourcing  
contracts and to contract differently.  Re-negotiating existing long-term contracts are an imperative if businesses 
are not to be locked-in. 
 
I would like to thank the many individuals who contributed to our discussions, and to express my sincere  
gratitude to Dr. Richard Sykes, Paul Robb and David Butler for their many efforts in the shaping of this  
document. 
 
I hope you find the content to be insightful, thought provoking and a catalyst for you to seriously explore and 
evaluate the possibilities set out in this document. 
 
Gavin Bowden-Hall 
Chair of Intellect’s Outsourcing and Offshore Group 
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Executive summary 
 
The global credit crunch and subsequent  
economic recession have effectively re-written 
the rules for the way business is done.  We can 
be very sure that the same will be true for the 
delivery of public services.  HM Treasury Press 
Notice states: ‚The [£6 billion] savings are the 
first step in the government’s efforts to tackle 
an unprecedented £156 billion deficit and focus 
on driving out Whitehall waste ahead of a 
Spending Review later this year… Savings will 
be taken out of budgets, without affecting the 
quality of key frontline services, as set out in the 
coalition agreement.‛ 
 
The economy is now in a period of scarce  
capital funds in which the private and public 
sectors are demanding new ways to deliver 
more for less.  It represents an unprecedented 
juncture – dare we say opportunity - for the 
outsourcing industry to deliver significant  
tangible benefits to the world of business and 
government alike.  Couple this with the  
industry’s ability to harness the new technology 
of ‘the Cloud’ and the prospect for UK business 
to respond to the challenges of the economic 
crisis is compelling. 
 
Can existing fragile and unstable relationships 
between buyers and suppliers survive the three 
forces bearing down on today’s businesses? 
 
 Rationing of cash and capital and the  

parallel emergence of innovative business 
models releasing funds for investment 

 Entrance of new competitors into the IT 
market delivering innovative web based 
applications as services and cheap  
processing power ‘in the cloud’; and 

 Lock in of long-term, complex, inflexible, 
capital and people intensive deals-based 
legacy contracts where relationships are 
significantly strained. 

Force 1 – Lack of investment funds 
 
In the current economic climate businesses do 
not have the funds for capital expenditure yet 
at the same time are seeking savage reductions 
in operating costs to either survive or to fund 
the cost of business change – a conundrum the 
outsourcing industry is seemingly ill prepared to 
address. 
 
Traditional outsourcing or integration  
programme deals – in the manner of a personal 
mortgage - saddle the customer with debt (or 
up-front cost) and a complex long-term  
contract that makes it both difficult and  
expensive to accommodate change.  A new 
service-based model is required that offers  
pay-as-you go, outcome-based deals more akin 
to renting a hotel room – pay when you check 
in and stop paying when you need to check 
out.  The new world demands speedy, agile and 
flexible opex-funded initiatives that pay back 
within a financial year; a very real challenge to 
the traditional outsourcing industry and  
business model. 
 
Where can the new investment funds come from 
to ensure UK businesses remain competitive; are 
they still needed? 
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Force 2 – Cloud Computing 
 
The key reality of the new decade is this: IT is 
no longer a technology but a service. 
 
In technology terms ‘the Cloud’ is enabling a 
huge range of services to be delivered ‘on-
demand’ at unit costs below [one-tenth] of 
those under traditional delivery methods.   
‚The rise of the cloud is more than just another  
platform shift that gets geeks excited.  It will 
undoubtedly transform the IT industry, but it 
will also profoundly change the way people 
work and companies operate.‛  (The  
Economist, ‚Let it Rise,‛ 23 October 2008). 
 
For example, the entire field of application  
development and delivery is changing beyond 
recognition; customers can buy low-cost and 
rapidly developed services ‘off the shelf’, paid 
for on ‘as-used’ basis (see diagram).   
Customers are beginning to mix and match 
applications as they please.  Currently, the US 
federal government provides cloud solutions 
through www.Apps.gov.  This site allows 
agency officials to purchase cloud computing 
services in the areas of business, productivity, 
and social media applications.  Among the  
business apps are ones for asset management, 
business processes, dashboard, data  
management, geographic information, surveys, 
and travel.  Productivity apps include video  
conferencing, office tools, project management 
scheduling, and workflow.  Social media  
possibilities include search tools, blogs, videos, 
and contests. 
 
 
 

More and more commoditised business  
applications will be available on-demand as  
we leave the recession behind; specialist  
software will be first but very soon, we predict,  
Enterprise Resource Planning (ERP) will also be 
consumed by online delivery over the Cloud.   
A recent International Data Corporation (IDC) 
study shows that ‚the Software as a Service 
(SaaS) market had worldwide revenues of $13.1 
billion in 2009‛.  IDC forecasts ‚the market to 
reach $40.5 billion by 2014, representing a 
compound annual growth rate of 25.3%.   
By 2012, IDC expects that less than 15% of  
net-new software firms coming to market will 
ship a packaged product (on CD).  By 2014, 
about 34% of all new business software  
purchases will be consumed via SaaS, and SaaS 
delivery will constitute about 14.5% of  
worldwide software spending across all primary 
markets.‛ 
 
Suppliers such as Google and Amazon from the 
B2C market are using their established Cloud 
infrastructures to provide low cost, on-demand 
services that cannot be matched by most  
traditional IT suppliers.  ‚In 2009, the city of Los 
Angeles decided to move email service for its 
30,000 employees from Novell’s Groupwise 
onto cloud file servers operated by Google.   
The $7.5 million contract provided five years of 
email services for city employees at an average 
cost of $50 per employee per year.‛  (Saving 
Money Through Cloud Computing, Darrell M. 
West [Vice President and Director of  
Governance Studies at the Brookings  
Institution], April 07 2010). 
 
How can business users take advantage of such 
technology driven solutions? 

 Amazon Google Salesforce 

Software as Service    

Platform as Service    

Infrastructure as 
Service 

   

 

Customer Implications 

+ Application logic, platform and  

   infrastructure abstracted 

+ Significant reduction in effort to deploy,  

   run and manage 
- Apps can be configured but may not  

  meet highly customised requirements 

 

+ Platform and infrastructure abstracted 

+ Custom apps can be built order of  

   magnitude more quickly and cheaply 

- Custom apps still need to be supported  
   and managed 

 

+ Physical infrastructure abstracted 

+ Can be scaled up and down as needed 

- Needs to be provisioned/managed 

- Higher levels of stack still need to be  
  managed, maintained and supported 
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Force 3 – Constraining commercial  
relationships 
 
The outsourcing business must wake up to the 
fact that the technology industry is automating 
itself – the huge investments in monolithic  
software systems with multi-year paybacks and 
massive fixed installations run at low rates of 
utilisation are surely a thing of the past.   
Beware the suppliers holding long-term service 
agreements with prices, service level  
agreements (SLAs) and contract terms totally 
out of line with the new model.  Recession-hit 
customers simply won’t stomach the pain for 
very long.  As if all that wasn’t enough, the 
customer-supplier relationship in the  
outsourcing industry is more analogous to  
a battlefield than a playing field with many  
well publicised failures, cost over-runs and  
acrimonious bidding/contracting processes; 
especially true in the public sector.  Less than 
sound relationships constrained by inflexible 
contracts will exacerbate commercial tensions 
and operational relationships and inhibit the 
move to lower cost technologies. 
 
That is not to say that there are no successes 
but they tend to be the exceptions.  As buyers 
push down on cost in order to survive the  
recession, offshoring will become more  
prevalent.  Where this happens there may be 
social outcry, even unrest.  Making a decision  
to offshore with the associated job losses  
will shake and challenge existing and new  
relationships.  It may even break those  
commercial relationships that are flawed or 
weak. 
 
Can commercial relationships be taken to a 
higher level of trust and partnership? 

The perfect storm - what next? 
 
The three forces for change have combined and 
this perfect storm is upon us even if the full 
effects haven’t yet fully registered on  
everyone’s radar.  Recognising the full force  
of this triple challenge, Intellect invites qualified 
organisations and individuals to join us in our 
campaign to find winning answers to the  
challenges. 
 
Confronting these challenges in the context of 
the bad old relationships is an impossible task.  
Customers and suppliers need to have a shared 
and transparent understanding of the issues 
and who is best placed to deal with them.   
A shift towards faster, less adversarial bidding 
processes that provide a forum for shared  
understanding through a genuine competitive 
dialogue is long overdue.  The professional  
advisors and process experts must also take 
heed and move away from the role of ‘process 
slave-driver’ to facilitator of sustainable and 
mutually beneficial outcomes. 
 
Can we, as an industry, adapt our fundamental 
business models in areas such as pricing,  
customer relations and contracting fast and 
effectively enough to emerge stronger and 
healthier on the other side of a perfect storm?  
Can our industry encourage our customers to 
take this opportunity to think differently and 
look for new ways of working? 
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This paper challenges the established view that 
IT has to be a capital and people intensive  
industry.  In this new decade, business survival 
and performance will be driven by business 
leaders demanding: agile technology, fast  
procurement, speedy delivery, opex-funded 
transformational initiatives that payback within 
the financial year and the delivery of value deep 
into their business’ frontline.  What does this 
mean for the IT industry and IT buyers? 
 
 Effective buyer/supplier governance must be 

aligned to the new priorities of business 
which source, adapt and harness the new 
services and technologies (see diagram). 

 Business leaders must be involved as never 
before exploring new business models, risk 
profiles and funding/remuneration  
arrangements. 

 IT suppliers must decide whether they are  
a highly competitive commodity service  
providers or innovators delivering  
specialised technical capabilities which  
delivers intense value add to its customers. 
 
 
 
 

 CIOs must gear up to manage the critical 
enablers: data architectures, complex  
commercial integration (multi-sourcing), 
championing technology enabled business 
outcomes, brokering relationships and  
facing off to critics who see work moving 
into the cloud and globalising away from 
the UK as vital to the competitiveness of 
their businesses. 

 Lawyers and intermediaries must pioneer 
and mature new procurement practices and 
contract models (such as outcome based 
agreements): and guide the development of 
a new professionalism in the management 
of risk between the buyer and supplier that 
removes the adversarial behaviours and deal 
making cultures which prevent effective 
collaboration and hinder the emergence  
of focused customer/supplier business  
partnerships. 

 
It rests with us to determine whether  
this recessionary storm proves to be an  
opportunity for the outsourcing industry or  
an overwhelming threat.  Taking action is  
an imperative. 

Effective Governance 

Relationship 
(Procurement and 

Contract) 

Technology 
(Cloud) 

Funding 
(Rationing) 



 

 

 

 

  
 

 

Diagnosing the problem 
 
The financial climate 
 
The credit crunch has resulted in a cash crunch 
and rationing of capital - this reduced liquidity 
has led to a lack of confidence in how best to 
allocate funds.  The combined credit and cash 
crunch is now forcing both outsourcing clients 
and suppliers to re-evaluate the value of their 
contracts and to quantify the real underlying 
business benefits from revenue and capital 
spending with greater care.  This is especially 
true in the public sector where, for example, 
the benefits of Private Finance Initiative (PFI) 
and Public Private Partnership (PPP) models are 
being strongly challenged.  Indeed the current 
game plan for many organisations both private 
and public is to keep the day-to-day business 
running and prepare for further major budget 
cuts in the upcoming year. 
 
These harsh financial times are certainly not 
favourable to the classic IT investment pattern 
of heavy investments in complex projects, major 
capex requirements, long project time scales, 
and complex outsourcing negotiations.  This is 
at odds with the market requirement for speed 
and agility, fast negotiations and opex-funded 
initiatives that payback within the financial year. 
 
Instead businesses need to be ever-more agile 
and responsive to opportunities – so when key 
operations are unduly constrained by  
monolithic ICT systems or complex contracts 
with lengthy change processes then surely a 
reasonable conclusion is that the IT and  
outsourcing industry is failing the business  
community.  Agility, scalability and flexibility 
have always been important, they are now key 
requirements.  We are driven to ask a  
fundamental question of the IT and outsourcing 
industry: ‚Does outsourcing and offshoring 
help mitigate risks in these tough times, or  
impose straightjackets that actually increase 
risk?‛ 
 
 
 

Limitations of current outsourcing models 
 
The traditional outsourcing commercial models 
are proving increasingly inappropriate for  
today’s economy.  Without fundamental 
changes these contracts run the risk of  
becoming dysfunctional to cash strapped  
businesses operating in a fast-changing world 
where Cloud-based solutions are the norm. 
 
For example, most current deal-based models 
have the supplier taking a large up-front  
financial hit and seeking reward later in the 
contract.  Over a five year contract, the  
outsourcer will often not see the benefit inside 
of three years.  Changing business  
circumstances risk making the contract  
irrelevant in its later years, building inevitable 
supplier/client tensions. 
 
Furthermore, long established adversarial  
bidding processes are recognised as leading to 
an over heavy focus on cost at the expense of 
not understanding the business drivers, the risk 
landscape and how best to manage the services 
in the evolving business landscape.  Suppliers 
often aren’t honest about risks because they 
fear they will lose work and customers abuse 
their bargaining position to unreasonably  
attempt to pass off risks that they might  
sensibly retain.  The deal making tradition is 
associated with a heavy supplier investment in 
marketing, and bonus-rewarded deal teams.  
As a result, attention is focused away from the 
key areas of service quality, delivery and  
effective risk management. 
 
Arrival of new business models and players 
 
The business models of the most effective  
outsourcing suppliers have a strong alignment 
with their customer’s business.  This alignment 
provides the strongest foundation on which to 
build mutual trust into suppliers’ relationships 
with clients.  The IT and outsourcing industry 
has often found it hard to identify and create 
this alignment. 
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Effective alignment requires that the supplier 
behaves as if the customer is an extension of 
their own business and vice versa.  This requires 
outsourcers to have a deep understanding of 
their customers’ core business and a deep  
intimacy with their customer and their  
customers’ markets.  This need for alignment 
extends critically to business cultures as well –  
a clash of cultures can jeopardise the best  
commercial model. 
 
Poorly aligned capabilities ‘doom the deal’ from 
the start and usually the results are a series of 
performance outcomes that fail to relate to the 
delivery of required business objectives. 
 
The availability of underlying infrastructural 
capabilities (such as data processing and  
network requirements) as standard commodity 
services ‘out of the Cloud’, along with routine 
back office capabilities (such as payroll) can 
allow a fresh focus of client resources on where 
they are really needed – the business core  
competencies delivering  service to key  
customers. 
 
In our opinion, the coming together of these 
key factors may well determine that the future 
will lie in the hands of smaller and more  
specialised suppliers that come out of the  
economic recession with proven and tested 
capabilities rooted in a proven intimacy with, 
and a deep knowledge and understanding of, 
their clients and their clients’ markets. 
 
Adapting to technology changes 
 
Technology is always creating opportunities 
that competitive businesses want to take  
selective advantage of.  The endless impact of 
Moore’s Law, driving down the underlying costs 
of data processing, enables the development of 
radical new technical capabilities such as  
virtualisation, open source and cloud  
computing. 
 

It is, however, people, teams and companies 
that exploit these new capabilities and create 
value – there are no technical drivers, only  
people drivers. 
 
Companies active in the web-based consumer 
services markets, including in e-commerce,  
have exploited virtualisation to pioneer the 
highly automated production of computing  
and software-based services for delivery over 
the web.  The emerging practicalities of this fast
-growing market place of services that can  
be sourced on demand (colloquially know as  
‘the Cloud’) presents fresh challenges and  
opportunities in the outsourcing space.  They 
promise modern IT systems that can be  
scalable, agile and provide flexible access from 
different locations and different devices.   
Critically, employees used to ever more  
sophisticated consumer offerings are  
demanding the same from their work systems. 
 
Existing IT suppliers are now being challenged 
to build their cloud infrastructures in wider  
areas of their operations, to meet growing 
competition from new suppliers moving from 
the B2C (consumer services markets) into the 
B2B markets (such as Google, and Amazon).  
We seriously question whether many of the 
traditional ICT suppliers can afford the capital 
outlay to catch up and additionally build the 
necessary competitive operational experience 
already assembled over many years by the new 
competitors. 
 
Conversely from the customer perspective, the 
effective exploitation of new technological  
capabilities from the ‘Cloud’ may involve  
significant costs in transforming existing  
systems and standardising requirements across 
a company hence risking long delays before the 
full benefit is realised and investment rewarded. 
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Poor public relations 
 
A key component of the drive for both supplier 
and client competitiveness throughout the last 
decade has been globalisation.  A fast growth 
in the international trade in technology services, 
expressed as offshoring, has brought with it the 
risk to corporate reputations as local jobs are 
cut – companies engaged in offshoring run a 
real risk of scapegoating.  In short, they will be 
seen as adding to the domestic unemployment 
problem.  As more IT services are automated, 
similar concerns will be raised. 
 
These issues are greatly compounded when 
government, whether directly or indirectly 
through outsourcing, is the driving force behind 
such reductions in the UK workforce. 
 
The more accurate reality that should be clearly 
articulated is that, by exploiting the savings 
available, current levels of employment in an 
organisation can be protected - outsourcing 
actually raises the competitiveness of the UK 
economy and supports UK jobs. 
 
 
 
 
 

The UK is, in practice, a very competitive  
offshoring location in its own right.  This is a 
good news story that needs to be better  
understood.  In the trade category Computer & 
Information Services (C&IS), the UK has run a 
major and growing trade surplus through the 
whole decade to 2007, the most recent year for 
which comprehensive international trade  
statistics have been published*.  Information 
Technology Outsourcing (ITO) from the UK  
results in the purchase back of technology  
services (C&IS) that are recorded in the UK’s 
trade statistics as imports.  In 2007, UK imports 
of C&IS ($5.7 billion) were way exceeded by 
C&IS exports of $13.9 billion, delivering a  
surplus of $8.2 billion.  That trade surplus is 
supporting a lot of UK technology jobs! 
 
The wider business challenge to both buyers 
and providers remains to develop strategies to 
invest in higher value-adding capabilities that 
produce innovation, increase net exports and  
so domestic employment is retained and  
enhanced. 
 
[*OECD Statistics on International Trade in  
Services Volume 1. Detailed Tables by Service 
Category. ISBN 978-92-64-06811-7] 
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Prescribing solutions 
 
Focusing on outcomes 
 
In our experience, business models can only be 
successful and genuinely sustainable if both 
business and performance outcomes are  
delivered as expected and agreed by the client 
and supplier. 
 
Outsource suppliers and IT services companies 
need to develop a profound interest in the  
fundamentals of their customers, and their  
customers’ businesses, to better identify and 
deliver agreed outcomes.  A notable challenge 
to any supplier-customer relationship is a poorly 
understood risk landscape: it is vital that  
customers and suppliers map the landscape 
jointly and agree who is best placed to handle 
which risk. 
 
Customer confidence in the delivery of agreed 
outcomes supports the development of trust at 
the core of the supplier/customer relationship 
and goes on to sustain the relationship. 
 
However strong the need and desire it is true 
that outcome-based deals reflecting a genuine 
balance of risk are extremely difficult to  
enshrine in a contract – indeed it is our view 
they represent ‘the holy grail’ of outsource 
agreements. 
 
 
 
 
 
 
 
 
 

We have readily identified three key challenges, 
as follows; 
 
 in the current financial climate, fast reward 

from low hanging fruit will be the priority – 
although this need not be at odds with an 
outcome-based deal the drive and direction 
may add to the contractual complexities 

 writing outcome based agreements for 
large outsourcing is a relatively new skill 
and may well require well crafted contract  
specifications.  All too often the stated  
intent is lost in the words of the deal and 
the result is at best a hybrid input-output 
arrangement with confused objectives.  This 
is especially true in the public sector - the 
customer will have to ‘let go’ of the inputs 
and allow the supplier the freedom to act 

 sharing the value of the loss in the event of 
a failed outcome is integral to a focus  
on outcomes – this will require clear  
allocations of control over the ‘levers’ of 
delivery and robust joint Board-level  
ownership and support 

 
This requires a shared understanding of: 
 
a. the risk landscape 
b. all material dependencies 
c. who is responsible for what 
d. what is vital to success in an outcome-

driven agreement 
 
A UK outsourcing industry that moves from the 
legacy focus on technically-scoped SLAs to a 
shared supplier/customer partnership focused 
on the delivery of required business outcomes 
will build client confidence in the outsourcing 
process, and contribute strongly to rebuilding 
our reputation as an industry and enhance the 
UK economy. 
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The new business model 
 
We are on the cusp of developing future  
business models that will arise from a  
combination of new application and  
infrastructure technologies – recognised under 
the banner of ‘the Cloud’ – and the outcome-
based, on-demand style of agreements they will 
enable. Putting a date on the arrival of such  
developments is never easy but we consider this 
can be achieved within five years – much earlier 
than some of the internet blogs are predicting. 
 
The outsourcing legacy is a business model 
often characterised by complex software  
platforms that require long and expensive  
periods of development and implementation.  
This could all change as more effective and  
user-friendly software is written, delivered as  
online services, with lower implementation 
costs. 
 
Suppliers from the consumer services markets, 
such as Google and Amazon, are bringing new 
highly automated online service delivery  
models into the enterprise and government 
market space.  This new direct sourcing of  
services from the Cloud challenges the  
traditional outsourcing companies and their 
business models.  The potential is for underlying 
infrastructural service requirements (data  
processing, storage and network services) as 
well as standard, generic back office services 
(desktop, payroll) to be met by direct sourcing, 
delivered on-demand and paid for as used. 
 

This is about outsourcing services being 
‘procured as required’ rather than outsourcing 
as ‘deal making’. 
 
Historically, large and complex projects, once 
scoped, attract large suppliers specialised in 
‘heavy lifting’; in future smaller and more  
agile companies with track records of  
innovation will be able to push forward quicker, 
cheaper and more effectively.  This does not, 
we should add, detract from the need for  
experienced change management skills –  
technology is the means to an end and thought 
is required to develop the target operating 
model that marries the technology effectively 
with the desired business outcomes. 
 
The development of an effective and  
competitive on-demand services infrastructure 
courtesy of the Cloud gives new room for  
manoeuvre to the smaller enterprise.  Consider 
the runaway success story of iApps for the  
iPhone developed on the iApps platform.  Such 
developments will allow a new set of  
vendors to emerge with new commercial  
business models.  These new models will work 
to the benefit of both the supplier and  
customer in the outsourcing market space if 
they enable: 
 
a. greater flexibly and effectiveness in meeting 

the customer’s business requirements, and  
b. at the same time greater flexibility and  

effectiveness in the development of the  
suppliers’ businesses. 



 

 

 

 

      
 

 
 

 

  
 

 

New role of the CIO 
 
Against the background of an ever changing 
outsourcing landscape, the CIO will be the lead 
business enabler/interpreter on the client side 
who questions what an organisation’s  
technology needs to do to enable the business 
to achieve its strategic objectives. 
 
The CIO’s focus needs to be on functionality, 
services delivered and the achieved outcomes.  
Where the technology itself becomes more 
standard, it becomes less of an immediate  
concern so the CIO’s focus can then shift to the 
more innovative technologies that may  
potentially better underwrite the businesses 
core competitive competencies.  The CIO needs 
to adapt his/her organisation’s culture away 
from any fascination with technology per se 
and towards an effective enabler with a strong 
business and delivery. 
 
Better procurement - building better  
relationships 
 
At the heart of the dynamics of an effective 
outsourcing relationship is an intuitive process: 
expectations - agreement - commitments -  
delivery.  Adversarial bidding is, by its very  
nature confrontational, at odds with this  
process and as a result unlikely to create a 
sound foundation for long term relationships. 
 
The best starting point is a careful market 
analysis to identify those suppliers most likely to 
have an effective strategic/cultural alignment 
and the capability to deliver the client’s business 
objectives. 
 

This provides the opening conversation to start 
a competitive dialogue, the purpose of which  
is to identify the potential for developing the  
relationship and maturing it into a stronger 
partnership. 
 
Deal-focused bid processes that lack this  
context and which seek to dictate the terms of 
the competitive bid on a cost rather than value-
delivered basis risk leading to unsuitable  
partnerships. 
 
The next steps required are to set in place three 
key factors that will support development of 
the relationship; 
 
 the first is a clear and shared analysis of the 

business outcomes that both parties are 
seeking to achieve 

 the second is a clear and shared analysis of 
the risk landscape that identifies who is 
responsible for what 

 these two factors inform the development 
of an effective contracting process and in 
turn the third success factor, namely an 
ongoing governance framework for the 
relationship 

 
These three factors enable contracts to be kept 
as live documents that can change as  
programmes develop.  A new type of contract 
whose foundation is based on strategic change 
with mechanisms for easily adding and taking 
away services so it can respond to the business 
priorities agreed by the governance body is a 
must. 
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Contracts – neither lengthy nor complex 
 
A well formed contract should provide a strong 
foundation for developing the outsourcing  
business relationship.  Contracts take time to 
create, are lengthy documents and aren’t  
intended to be day-to-day operating manuals!  
Rather, well formed contracts, will put in place 
the governance and operational approaches  
designed to deliver the agreed objectives. 
 
However, if a contract doesn’t focus the  
outsourcing relationship on the delivery of the 
shared, desired outcomes then no matter how 
good the relationship becomes there will  
eventually be a risk of breakdown.  Contracts 
need to embrace the measures of performance 
of outcomes that the partnership is committed 
to deliver. It is the partnership rather than the 
contract that delivers on shared intent.  A sense 
of genuine equity in the relationship and  
practical evidence thereof in the underlying 
contract is thus vital. 
 
In an era of rapid change, and reconstruction of 
the outsourcing model, the wisdom of long 
term contracts is now open to challenge.   
Interestingly, Amazon is building its fast  
growing Amazon Elastic Cloud computing  
services business with no term contracts. 
 
The emphasis of the well formed contract will 
be on establishing the commitment to delivery 
of agreed requirements and outcomes – and 
the basis for the partnership development  
committed to that end.  Contracts could  
become an outcome-based partnership  
framework agreement, needing to be neither 
lengthy nor over complicated.  A tough call 
indeed! 
 
New technology – new approach 
 
We are now in an era where the enabling  
capabilities of technology are increasingly all-
pervasive in what we do and in how our  
businesses operate.  At the same time however, 
from the point of view of the user, the  
customer, the operation of the technology is 
increasingly out of sight, and ‘out of mind’.  In 
the words of a recent FT headline announcing 
the launch of the Apple iPad in the USA, ‚The 
Tablet is about the consuming, not the  
computing‛. 
 
 
 

The supplier may be responsible for the  
operation of the technology, but in so doing is 
increasingly delivering (business, consumer) 
services rather than the technology itself. 
 
In this more standardised, commoditised world 
of services and the Cloud technology,  
customers will celebrate paying less: but they 
have to accept the flip side of new and  
different risks to be addressed.  In this new 
world, the supplier needs to be open and clear 
about the new risks being taken on - that  
clients may have less of a buffer if something 
goes wrong.  Low cost service has a risk, which 
needs to be accepted and this is hard for  
customers, especially those in the public sector. 
 
This is a world in which trust becomes even 
more vital: and trust will only come if there is a 
very open way of building it. 
 
There are significant costs of change related to 
the transformations that both customers and 
suppliers will need to make to exploit the  
benefits of the new commerce and Cloud  
commerce.  The customer will look to suppliers 
to acknowledge that there are different models 
to work through that requires fresh investment 
and commitment.  This not the time to just 
slash the budget! 
 
The development of the Cloud, and the move 
to the direct sourcing of technology-enabled 
services from the Cloud will enable a more  
efficient and responsive outsourcing industry. 
 
This is a world of new business structures and 
innovative ideas that look at new techniques 
and services for business competitiveness.  
Older techniques, older ways of delivering the 
capabilities of technology are expensive, long to 
implement and may still not achieve everything 
sought by the user.  The Cloud and Cloud 
based services, including SaaS, have the  
potential to deliver everything in ‘half the cost 
and in half the time’.  Serious evaluation of the 
new is a sound strategy! 
 
Nonetheless, the Cloud brings new, and in 
some cases, as yet un-scoped risks as the new 
industry is developing fast. 
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The concluding call for action 
 
This new decade is marked by the confluence 
of the global credit crunch, the emergence of 
cloud computing, and a record of failed  
outsourcing relationships, creating a pivotal 
point in the history of business computing and 
technology outsourcing.  We are witnessing the 
end of an era, and a new outsourcing  
challenge! 
 
This document has confronted the challenges 
being faced by the buyers and suppliers of  
outsourced services.  This new decade has 
brought a convergence of the credit crunch, the 
new ‘cloud technologies’ and our still weak 
legacy in the creation of effective customer/
supplier partnerships.  Properly addressed this 
convergence presents opportunities. 
 
Addressing only one of the three forces will not 
deliver the benefits to either buyers or suppliers.   
All three have to be addressed simultaneously.  
Leadership is required: cloud creates the  
opportunity, lack of funds requires new  
commercial models and trust must be the glue 
to hold it together. 

When grasped there are major benefits for our 
industry and customers, especially for those IT 
businesses that think differently and those  
conducting procurements can facilitate in new 
ways. 
 
Board members, CIOs and account directors are 
called to action.  The old ways should no longer 
be reluctantly tolerated; new ways of delivering 
IT must prevail if businesses are to survive and 
prosper in this increasingly globalised and  
competitive world.  Radical thinking has to  
prevail now in order to ensure IT works for UK 
business in this new decade. 
 
The UK economy needs businesses and  
government to embrace this outsourcing  
challenge.  The UK needs new IT providers to 
flourish.  In doing so, new jobs will be  
created, reliance on big integrators lessened 
and a climate for innovation will prevail. 

For further information please contact 
 
Carrie Hartnell 
Associate Director 
T 020 7331 2007 
E carrie.hartnell@intellectuk.org 
 
Lloyd Adams 
Programme Executive 
T 020 7331 2189 
E lloyd.adams@intellectuk.org 
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