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TheEvolutionof
Outsourcing

Ten years ago, outsourcing was the strategy for
large, lengthy IT projects. Essentially, the value
of outsourcing was created for the customer
through leverage and capital assets—not
through operations.

The next level of outsourcing began in the late
’90s when people started saying,“You’re talking
about my IT shop.” They started discussing appli-
cations, asking for help encompassing the ele-
ments of certain applications. That idea quickly
moved beyond IT into different areas of the 
business, where it remains today.

What people realized throughout the ’90s was
that outsourcing was more than financial reengi-
neering, leveraging, capital, and procurement
scale. Coming up with better ways to run an
organization became a priority, and changed the
field on which outsourcing was playing.

At EMC, as we began to work out the financial
side of outsourcing, other outsourcing companies
actually started suggesting changes to improve
company operations. And changing operations
actually started to create value for customers.
Through those changes in operations, a lens was
focused on an enterprise’s best practices. A part-
nership—one that was useful for more than fiscal
gain—was introduced.

There’s now a general evolution of the out-
sourcing industry on the verge of suggesting that
scale and financial leverage are really much less
important than the big picture innovation a com-
pany is able to take part in when given the time
and financial means. So enterprises are now seeing
another phase of outsourcing—we’re no longer
talking about only outsourcing a $100 million IT
project. Businesses have now realized you can cre-
ate value through much smaller scopes of out-
sourcing deals. The deals get shorter. They’re frac-
tured. Maybe one area will be outsourced (storage,
for example) but another won’t, such as distribu-
tion server environments.

This transition is a positive one. Outsourcing
smartly (smartsourcing) frees up capital that ought
to be spent on something useful. Think through 

what will be spent with the savings or money that’s
been freed up. This isn’t just about reducing costs.
It’s about taking a significant portion of those cost
savings and redeploying them in the business in a
meaningful way to enable innovation.

There’s a link between outsourcing and the
enablement of innovation—and this link is what
I’m referring to when talking about smartsourcing.

Enterprises should consider sourcing decisions
more broadly than just outsourcing: IT and off-
shoring. Think beyond IT into the business
processes as well. Start asking yourself,“What am I
good at?” If you decide you should outsource, the
next step is to think through the sourcing decisions
themselves and what kinds of partners you might
bring in. Make sure you’re thinking not only about
the savings but also about the innovation you
expect that outsourcing relationship to enable.

In some ways, this transition of outsourcing is
taking it back to its roots. When outsourcing
began, there seemed to be more soul-searching on
the subject. During the early ’90s, it was thought to
be much more of a partnership being built and
not just the objective evaluation of one vendor
versus another.

In the mid-’90s, the financial aspects of out-
sourcing deals became more easily understood.
What was present then was a relationship, but it
was essentially one of two things:

1. An easily understood and transparent business 

deal involving time and materials without any

great incentives 

2. A more intentionally opaque structure created 

such that the outsourcing company would

deliver what the company asked, at the price

projected, and pocket the profit

What I’d like to see—and what I hope we’re get-
ting close to—is a deep relationship between the
source partner and the enterprise. This relation-
ship should have a good deal of transparency in the
financial structure as well as agreements between
the two organizations to reduce costs and drive
innovation. I acknowledge that this isn’t an >>

Smartsourcing



vol .  2  issue 1     www.eds.com/synnovation The Journal of the EDS Agility Alliance73



The Journal of the EDS Agility Alliance www.eds.com/synnovation   vol .  2  issue 174

easy task because of the level of trust that must
exist between the two entities.Yet the best sourcing 
relationships find partners that allow that to hap-
pen. One of the basic tenets of smartsourcing is for
an enterprise to find a partner that it can be as open
and transparent with as possible.And it is possible.
Some of the best deals are made with openness.

Why Smartsourcing 
is so Smart

All companies—large and small, regardless of the
industry—need to think more thoroughly about
their outsourcing process. If an enterprise hasn’t yet
entered the world of outsourcing, it’s time.

As some of those large deals from the ’90s
mature, there’s an opportunity to take a fresh look
at the sourcing relationship. There was a time
when it was sufficient to create value through
financial and leveraging opportunities. There was
a time when IT operations were so opaque that
this seemed like a great idea. And I think it was—
at the time. But now we must do more than that
when we think about sourcing strategically.

Enterprises must develop an incremental value
proposition. That begins by focusing more
directly on the things that should be outsourced
and ends with ensuring that the enterprise knows
exactly what it can do with the savings. In the mid-
dle should be a partner that can help accomplish
those goals.

Smartsourcing enables enterprise to achieve a
more rapid and cohesive innovation strategy. The
trouble with innovation isn’t the ideas—it’s exe-
cuting those ideas. Getting the funding to actually
make good on these great ideas that everybody has
is quite complicated and cumbersome. Often, it
takes companies far too long to implement 
innovative ideas. Some simply never do.

Using the sourcing partnerships to be a funding
mechanism for that innovation gives you a way to
much more rapidly realize the value you seek. It’s
difficult, to be certain. But it’s also worth it.

While outsourcing truly is an amazing strategy
for organizations, certainly not all are doing it.
The reasons are many: loss of control, compla-
cency, and routine.

When an enterprise decides to outsource, often
it jumps from that decision to rushing to see the
bottom line. From that point, the timeframe accel-
erates rapidly.

Organizations need to slow this process. There
should be a step between the decision to outsource
and the calculation of money to be saved. It’s
somewhat difficult in the planning stages of out-
sourcing to do all the work that has to be done to
identify the processes that make the most sense to
outsource. And it is work.

Here are a few steps to make the work a bit easier:
1. PLAN AHEAD. Don’t outsource in a panic. A

better strategy is to step back and think of out-
sourcing as what an enterprise should be doing for
its business. People who are panic driven don’t
make good outsourcing decisions.

2. ASK YOUR VENDOR TO BE OPEN AND
HONEST. Another challenge comes from the
sourcing companies themselves. Vendors often
don’t do a great job of helping companies. As an
industry, outsourcers are very interested in capi-
talizing on opportunities. Don’t throw up road-
blocks that make it more difficult. Avoid state-
ments like,“Wait, have you thought about this and
have you thought about that?” It’s difficult to
strike a relationship that has the elements of great
smartsourcing—somebody who can save you
money, understands your business, will be a good
partner, and is willing to be very open and trans-
parent about all of that. It’s another level of risk
that many companies are not willing to get into.

3. BE OPEN AND HONEST WITH YOUR 
VENDOR. For smartsourcing to be entirely suc-
cessful it’ll take changes from both ends of the rela-
tionship. I advise companies to really step back and
see the scope of this as you put it into place. If an
enterprise makes the expectations about >>

Getting Past the
Difficulties
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Seven Practical Steps to Smartsourcing

Think about
your company
proactively 

Think about
your entire
business
processes

Categorize
your business
processes into
core and non-
core processes;
and ones you
are good at and
ones you are
not good at;
target the non-
core processes
you’re not 
good at for
smartsourcing

Look for 
companies to
outsource
those
processes
based not
only on best
prices but
how they can
be a partner
to your busi-
ness’ overall
strategies

Ensure that
all expecta-
tions 
(financial or
innovation)
are addressed
in your 
contract and
meetings

Build the
partnership
based on
trust and
openness

Benchmark
progress

1 2 3 4 5 6 7
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innovation explicitly, it’s in a much better position
to structure a relationship that fosters that kind of
innovation. If what the business wants to do is drive
innovation, pull out the contract and talk about
what’s in it. How much thought was given to inno-
vation when writing the contract? Oftentimes, the
answer is none. The business considered protection
and risks and what’s going to happen in this scenario
and that scenario. But how much in there talks
about innovation?

Enterprises must change the conversation so it’s
not only about costs, but about costs and what to do
with the savings. Enterprises must make the out-
sourcing relationship a funding mechanism for
innovation and, to do that, it must make the 
contract reflect that. This will entail a much more
complicated contract to write. But once that’s done,
innovation can be measured.

Again, this isn’t easy work. This new evolution of
outsourcing requires different skill sets on the part
of executives. First, organizations should be thinking
about the processes inside their organization much
more than they traditionally did 10 to 15 years ago.
There’s an increasing focus on business processes,
and IT is just another business process. I think the
process focus that has to exist is a skill set that’s
increasing, which is necessary for good sourcing.

4. TAKE A DEEP, LONG-TERM, HONEST LOOK

AT EVERY ASPECT OF YOUR COMPANY. To start
with, an enterprise must have the ability to under-
stand core from non-core. If you ask the average
person in the ’90s to describe what’s core, they’d
give you a list of the products that they sell. If
you’re a drug store, they might say batteries are
core. Shaving cream is core. Razors are core.

Executives today are saying,“Core is the way I
manage my sales force. The way I manage to do
work in multiple time zones and cultures around
the globe.” That’s a very different core competency
than being able to manage batteries.

The desegregation of the business—which is the
heart of outsourcing—requires people to be able to
break the business into pieces that are logical 
business chunks.And these chunks are much more
likely to be processes than products, which
increases understanding of your business. It isolates

them, which gives a look into sourcing decisions.
Only when a company  has done that work can it
determine which processes are to be outsourced.

The first question to ask when considering out-
sourcing is,“How good are we at that?”These days,
there’s so little time for managers to spend on so many
complicated issues.Managers should focus their time
on those things that truly differentiate their company
in the eyes of the customer.All the other things they
have to do should be delegated to somebody else—
somebody who truly cares about every detail.

Businesses should ask internally how proficient
employees are at non-core sectors. If the findings can
be benchmarked—and they can—it’ll be easy to see
that even though some parts of the business are non-
core, they’re important and require great proficiency.
Processes deemed non-core should be outsourced.

On a related note, today’s offshoring proposi-
tion is also changing. The traditional offshore
value proposition is: We will do what you do today
in high-cost countries the same way you do it—
but in low-cost countries instead. Under this sys-
tem, the amount of continued improvement will
be small. The new offshoring value proposition is
somewhat more ambitious and transparent. We
take a look at the things you do today that you
aren’t very good at. We’ll use our great technology
and great people, and we’ll rather quickly change
those things to things you can do very well.

Once an enterprise has done the work to decide
what it will outsource, continue to benchmark
once there’s an outsourcing partner. Tell that part-
ner what your company has  learned about the
operations through this process. Tell the partner
what your company expects the outsourcing
processes to be—at an industry standard or above.

And keep score.Success comes with high expecta-
tions and ensuring that the right partner was
selected. It’s the key to your smartsourcing future. |s|

Smartsourcing
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Deciding What to
Smartsource



vol .  2  issue 1     www.eds.com/synnovation The Journal of the EDS Agility Alliance77


