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Presenter
Presentation Notes
Over 70% of the UK economy is in services, and yet much of debate on productivity gap and policies are focused on manufacturing.


AIM Research on Outsourcing and

Offshoring Thus Far
(downloadable from )

« The UK Productivity Gap and the Importance of Service Sector
(Rachel Griffith, Rupert Harrison, Jonathan Haskel, and Mari
Sako), AIM Briefing Note, December 2003.

o Offshoring of Business Services and its Impact on the UK

Economy (Laura Abramovsky, Rachel Griffith, Mari Sako), AIM
Briefing Note, November 2004.

« Sustainability of Business Service Outsourcing: The Case of
Human Resource Outsourcing (HRO), British Academy of

Management, Said Business School, Oxford, 14-16 September
2005.
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Mention

November 2004 AIM conference with 100 participants, speakers from Morgan Stanley, Stream, and Stanford University 

Regular researcher meetings hosted alternately at IFS and Oxford every 4-6 months.

DTI Productivity Team, companies (e.g. Capita, Stream), professional bodies (BCS, CIPD), industry associations (NOA, SSBPOA)

Methodological triangulation: economic analyses of national statistical data, company-based interviews and document analysis (IBM – P&G)



http://www.aimresearch.org/

What Is business services?

Business services

(100% = 4 million jobs in the UK)
I

ICT-enabled
services (85.8%)

_Renting of machinery,
equipment and other (4.2%)

—Research and development (2.6%)
—Legal activities 7.7 (%)

—Accountancy (5.6%)

—Market research & management
consultancy (8.5%)

—Architectural activities and
technical consultancy
(9.6%)

—Advertising (2.4%)

—Other business services (45.2%)

ICT- information &
computer services
(14.2 %)

— Software consultancy (8.2 %)

— Data processing and database activities (1.6 %)

— Hardware consultancy (0.6 %)

. Maintenance and repair of computing

machinery (0.4 %)

L Other computer services (3.4 %)

oxford
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Other business services include labour placement agencies, call centre operators


Today’s Focus

« What is different about reasons for outsourcing
In services and manufacturing?

» Qutsourcing of labour only vs outsourcing of
tasks

* Implications for services productivity



Products vs Services:
Economics/Sociology 101

Products

Tangible artifacts
Storable

Production precedes
consumption

Standardized processes

High KJ/L through
automation

Services

Intangible
Non-storable

Consumption at point of
production = proximity

Customization
Labour-intensive/
knowledge work

=) oxford
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Presentation Notes
John Kay asked me about the differences, if any, between manufacturing and services

Daniel Bell’s coming of the post-industrial society


'Productizing’ services vs
'servicizing’ products

Services are ‘noisy’ control
systems

To iImprove services efficiency,
we need to improve the
control system via:

— Process standardization and
Integration

— Labour-saving technology

— Mix-and-match asset-based
delivery of services

Make services look more like

manufacturing!

Services are co-produced
with consumers

To achieve growth through
services, we need to:

— Customize as a source of
value creation

— Treat consumers as Co-
Innovators

— Rely on professional
knowledge for judgment-based
work

Professional and technical
work are central

= oxtord
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Corporate examples of:

capital intensive companies (BAE systems, GM) seeing growth through developing services

IBM/ HP/ Accenture developing asset-based 

Contrast between the sociology/economics conceptualization of services and the engineering/maths/computer science conceptualization of services.

IBM (website?)

HP


1. Outsourcing as
Unbundling of Corporate Functions




Why Is business services globalizing?

ICT lowers cost of coordination

ICT enables ‘productizing’ services
— Separate out production and consumption

So services and manufacturing are converging

An important driver is MNC corporate restructuring

Distinguish between two types of outsourcing.

— Dis-aggregation of vertical supply chains (both mfring and
BS)

— Unbundling of te functions (BS onl
nbundling of corporate functions (BS only) OXfOI'd
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Globalizing = more offshoring, rather than domestic outsourcing


Manufacturing mindset homes in on
‘'vertical disintegration’ as outsourcing
strategy

U-Form CorporationJ

Administration Product
| J J
| | |
Function Function Function Plants
(HR) (Finance) (R&D)
V, v,

Component Suppliers

=) oxford

L SAID BUSINESS SCHOOL

R


Presenter
Presentation Notes
Focus on corporate restructuring – then business services remain a different kettle of fish from manufacturing

Theory first – back to basics: Stigler, Coase, Chandler, Williamson


Corporations are unbund
corporate functions as we
supply chains

Ing their
| as their

Administration
| |
Function Function Function
(HR) (Finance ) (R&D)

BPO Supplier



Presenter
Presentation Notes
BPO is processes within a corporate function


Business service outsourcing Is about the
unbundling and rebundling of corporate
functions esp. in M-form corporations

Product A J Product B J Product C J

HR J F&AJ R&EJ MF'IEJ HR J F&AJ R&DJ MF'EJ HR J F&AJ R&DJ MFTGJ

HR F&A R&D Manufacturing
Shared Service Centre Shared Service Centre Shared Service Centre Shared Service Centre

OX forél
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Pressure to rebundle across country borders – hence globalization of services



U-Form Corporation: a corporation has a single set of administrative functions at the HQ, to support the production of a good (or a service).  In the extreme, a company may buy all inputs and materials and even outsource the final assembly of the product so that it becomes a brand owner and a manufacturer without factories (a la Dell or Nike, which is what Ford aspired to under Jac Nasser).  Apart from buying material inputs and outsourcing final assembly, a corporation may also outsource ‘business processes’ specific to an administrative function such as Human Resources. 



M-form - each product division had its own set of administrative functions.  Whilst this gave autonomy to product divisions, they came to develop their own processes and duplicate some tasks that could be make more efficient if standardized and centralized.  In order to cut costs and to improve the quality of service delivery, the same function in different divisions came to be bundled together, in a shared service centre. In some cases, organisations that set up shared services centres in the 1990s, are turning them into a commercial offering. 


Different upgrading opportunities for
suppliers in two types of outsourcing

Corporation J
I

Suppliers make inputs that go into Suppliers provide services in HR, finance,
clients’ final product or services IT, purchasing, etc
Moving up the Supply Chain Deepening Functional Expertise
Suppliers adopt invasive strategy by Supplier upgrading through
moving downstream greater specialisation

OXfOI'd
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In both cases, suppliers may look for economies of scale and scope.

They may also attempt to capture higher value added in the chain.


Implications for Sectoral
Classifications

« Vertical markets
 Horizontal expertise

« Domain knowledge




Blurred boundary between ‘front office’
and ‘back office’ processes in corporate

functions
 Customer Relationship Management (CRM)

— Call and contact centres

« Human Resources (HRO)
— Payroll and benefits administration, recruiting

 Finance and Accounting (F&A)
— Accounts payable, tax accounting

« R&D/ engineering/ IT software




Which HR processes are ‘back office™?

Hig

a

VALUE ADDED

v

Low

Corporate
Governance
Services

Overall HR Strategy
In-Business HR
Labor Relations Strategy
Compensation & Benefit Policy/Design
Strategic Workforce Planning & Analysis
HR Policy

Labor Relations

Vendor Management
Change Management Consulting
Learning Management
Performance Management
Integrated Disability Case Management

International Service Personnel Admin.

Recruitment, Assessment & Selection
Training Administration

Professional Policy Inquiries & Resolution

: Relocation Services
S Adv.lsory A Benefits Administration
Services Job Posting
Employment Employment Changes
- Payroll X
Services Benefits Sign-up

Transaction Services 0

High <«

Source: www.tpi.net

COMPLEXITY OF INTERACTION
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What is HRO?

Good diagram to explain the progression from transactional to transformational.


Which F&A processes can be
outsourced?

Financs & accounting
" strategy Including tax
posiion

Buuguﬂnmmaﬂng

- Euuget.anaryﬂs and -
FPpIOVal process -
Bulkl line Hem bumget
Forecast milups and
consoiidation
Forecast analysis and /

approval process Intemal audit

Budgetingfforecasting
Fixed assets/capital budgeting
Treasury & risk management

: Diata extaction Management reporting & analysis

. Analysls
» Ad hoc analysis and
special projects
» Cost accounting

. Foreign exchange
- Treasury risk

i

;

Source: Ewverest Research Institute, August 2005
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2. Outsourcing to Turn Fixed Costs
into Variable Costs




Three Strategies in Qutsourcing

* Type |: Disaggregation of vertical supply chains
 Type ll: Unbundling of corporate functions

o Type Ill: Outsourcing of labour



Presenter
Presentation Notes
Implications for new entry and growth strategies

Strategies for capability upgrading, e.g. of Indian suppliers


Labour-only outsourcing:
What is being externalized?

Ownership of Capital Assets

In-house Outsource
§ g Hire Leasing of
= S Temporary Machinery and
5 = Work Equipment
8 A orkers quipmen
c
D
= :

3 = Agency Contracting
s £ Labour Out
w2

oxtord


Presenter
Presentation Notes
Labour only

Capital and labour

Outsourcing of a hierarchy of work organization, e.g. supervisory staff

Outsourcing of related functional areas e.g. quality control, purchasing, logistics, etc.


3. Implications for Services
Productivity




Productivity Implications

 Unbundling of corporate functions to cut ‘overheads’

— Buyers benefit from cost reduction, economies of scale,
process standardization

— Suppliers develop greater expertise through finer
specialization in mass or niche markets
* Labour-only outsourcing enhances productivity
— Buyers benefit from better capacity utilization

— Suppliers (labour placement agencies) also become more
productive from greater specialization

— Agency labour Is ‘services bought’, so do not appear as

clients’ headcount oxford
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Conclusions

« Contrasting notions of services place different emphases on
sources of productivity growth

— ‘Productizing’ services: process standardization, economies of scale, etc.
— Services are about customization, knowledge work
 Firms are unbundling their corporate functions as well as
disaggregating their vertical supply chains
— Business service outsourcing is much about the former
— Need to rethink the linear notion of value chains

« Labour-only outsourcing (via labour placement agencies) is
prevalent in business services

— Turning fixed costs into variable costs, esp. where capacity utilization is

difficult to predict
oxford
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