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I. EXECUTIVE SUMMARY

In the past decade, there has been phenomenal growth in the business transformation and
reengineering activities. In order to alleviate the pressure from falling margins and fend off
intense competition as a consequence of globalization, Shared Services and Outsourcing
(SSO) was embraced dramatically, albeit amidst much controversy, as one of the solutions
to transform organizations' costs and revenue structures.

In 2004, the SSO market as a whole was estimated to be worth $647 billion. Though SSO
offshoring currently accounts for merely 6.01 per cent of the total SSO market, it is expect-
ed to generate impressive growth between 20 to 30 per cent within the next three to four
years. The onshore SSO, which currently accounts for the bulk of SSO activities, will also
increase in parallel with the overall industry growth and moderated by macroeconomic fun-
damentals estimated at 12.34 per cent CAGR (2004-2007).

While the primary driving factor for SSO adoption has always been cost benefits, Global
Fortune 500 companies are also using SSO as a catalyst for unprecedented business trans-
formation. It manifests globalization and borderless collaboration in a scale that have not
been witnessed in history before. To stay focused and competitive in their own industries,
global companies' are maturing fast in their SSO operations. They are increasingly empha-
sizing the need to integrate front, middle and back-end operations virtually and seamlessly.
i.e. vertical integration effectiveness across the business value chain. Although the most
popular business process for SSO is IT Services & Support followed by Back-office
Processing, Human Resource and Customer Service and Call Center, more emphasis is
placed on locating the SSO 'Center of Excellence' in specific industries or verticals. There
are, however, various issues and considerations that are hampering the growth of the SSO
industry. Confidentiality of information and data remains the primary concern. Loss of
control and organizational de-skilling on business processes that are outsourced are the
next two concerns. These issues need to be addressed before the adoption of SSO can pro-
liferate further.

EXECUTIVE
SUMMARY
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1.0 Introduction to Shared Services and Outsourcing (SSO)

Hana Bartošová was half an hour late for her video conference meeting due to a traffic jam
at Zikova because of the official opening of a European technology company's shared serv-
ices center nearby. Due to some technical glitches in another shared service location in
Asia, the videoconference meeting had been postponed for an hour. As she was settling
down, Hana told her colleagues from Malaysia and Germany that just 8 years ago, such a
traffic jam would have been unimaginable as the university where she studied was near
Zikova. Her other colleagues working in the same shared service center for a global logis-
tics company managed to avoid the traffic jam because they were staying within walking dis-
tance from their office in V Parku Business Park at Chodov, one of the key locations for
shared services and outsourcing (SSO) activities in Prague, Czech Republic. Such a cosmo-
politan working environment was not uncommon in Prague within the last three to four
years as Czech Republic has emerged as one of the most dynamic SSO hubs in Eastern
Europe.

Czech Republic is one of the beneficiaries of the boom of SSO offshoring estimated to be
worth almost $39 billion in 2004. What started as business process reengineering in the
1980s has now evolved and transformed the manner in which global businesses operate
today. The centralization of business processes lead to realization of benefits beyond con-
solidation operations. As market globalization prevails and barriers diminish, the service
industry currently operates in a borderless world through the advent of Information and
Communications Technology (ICT). This creates opportunities of distributed processing
according to cost efficiencies and operational effectiveness that actualize the value propo-
sition of specialization and optimization of core competencies.

INTRODUCTION TO
SHARED SERVICES

AND OUTSOURCING
(SSO)
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Figure 1.1: SSO Models

The SSO market can be categorized as shown in Figure 1.1 above. There are several mod-
els of SSO that are adopted currently:

1. Integrate Domestic Capability - SSO is located onshore and services are 
provided by controlled units (either fully or partially owned);

2. Source Domestic Capability - SSO is located onshore and services are 
provided by external service providers;

3. Integrate Foreign Capability - SSO is located offshore and services are 
provided by controlled units (either fully or partially owned);

4. Source Foreign Capability - SSO is located offshore and services are 
provided by external service providers.

In 2004, the Shared Services and Outsourcing (SSO) market as a whole (all the 4 models
above) was estimated to be worth $647 billion. Though SSO offshoring (models 3 and 4)
currently accounts for just 6.01 per cent of the total SSO market, it is expected to gener-
ate impressive growth between 20 to 30 per cent within the next 3 to 4 years. The onshore
SSO currently accounts for the bulk of SSO activities that is expected to grow in parallel
with the overall industry, estimated at 12.34 per cent CAGR (2004-2007).

With the potential and realizable SSO benefits becoming too hard to ignore for Global
Fortune 500 companies (the target respondents for this study), the risks of not doing so are
increasing as the equity market's expectations escalate. From the trends observed, the
question is not whether one should engage in SSO but rather when, where and how it
should be done. The next 2 to 3 years would see more SSO activities across industries with
Asia Pacific and Eastern Europe expected to become the main beneficiaries of offshoring.

Another emerging trend is the increasing maturity of the SSO operating model. One of the
characteristics of 'next generation' SSO is the constant need for continuous improvement
and higher requirements for responsiveness and integration (both internally and externally)
between client and the service provider. As manifested in the increasingly complex service
level agreement (SLA) and operations performance indicators, a convergence in SSO needs
can be seen. This convergence is manifested by an evolution from a functional focus to ver-
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tical or industry focus. Top global companies are putting more emphasis in finding the best
vertical hub to serve their SSO needs on end-to-end, as opposed to the best functional hub.
For example, their SSO hub selection criteria are skewed towards locating the center of
excellence for the healthcare, energy or finance industries rather than for finance or
accounting, human resource or research & development.

This trend could potentially redefine the competitive landscape of SSO hubs in terms of
how they position themselves to these top global companies. This translates to a higher
level of vertical integration requirements as SSO seamlessness becomes the pivotal factor.
Frost & Sullivan has selected seven industries to crystallize our vision of what the future
SSO hubbing comprises of.
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2.0 SSO Hub Analysis

2.1 Determinants
To understand the determinants of SSO, we need to identify:

1. Issues and considerations surrounding decision making;
2. Drivers for uptake and benefits expected currently and in the future;
3. Concerns/risks and hindering factors currently and in the future.

2.1.1 SSO Issues and Considerations
The global marketplace has been inundated with declining margins, increased customer
demands, restrictive legislations, and constant revisions to legislation resulting in confound-
ing factors that influence the adoption and diffusion of innovations in the marketplace.
While the benefits of SSO have garnered much publicity lately, many top global companies
have been quite conservative and reluctant in outsourcing or offshoring due to consistency
demands, high-quality requirements and concerns about intellectual property (IP) protec-
tion. A host of issues and considerations on SSO are discussed next.

Manage the relationship complexity between external service providers and internal divisions

When a company decides to adopt SSO, they generally tend to outsource or handover
human resources, accounting, ERP or IT support across all subsidiaries in different geo-
graphical locations to the same service providers in order to exert stronger bargaining
power during contract negotiations. However, as services are running on top of potential-
ly complex processes across divisions, the quality of service delivery sometimes tends to
become out of control. There may be potential misinterpretations of the same contract
clause among different divisions of the client as well as different divisions of the service
provider. In that regard, the potential cultural interests and political conflicts between the
head office and subsidiaries and among various subsidiaries may be exaggerated during the
execution of the SSO, thus offsetting the expected gain, or in extreme cases causing the fail-
ure of the SSO initiatives. As such, having a comprehensive service level agreement (SLA)
that is engineered with dynamism (e.g. built-in frequency in process reengineering require-
ments) is vital to ensure harmony and assured governance in the SSO arrangement.

Resolve the increasingly huge regulatory requirements governing outsourcing or offshoring and
responsibility for compliance

The regulatory environment is becoming stricter in response to the growing high profile
accounting scandals that have destroyed the confidence of the investment community.
Numerous initiatives, such as Sarbanes-Oxley and International Accounting Standards, con-
tribute to the regulatory burden on top global companies and their accountability to the
equity market. In addition, some European (such as UK) firms are under increasingly intense
regulatory scrutiny, especially on issues such as business continuity and provisions for data
protection, which may be more difficult to comply with, once third parties are introduced
into business cycles, particularly when they operate under different legal systems. Hence,
SSO needs to be managed with rigorous legal due diligence.

Managing Business to Customer Relationships 

Globalization markets not only increase access to customers but also increase their demand
for 24/7 services. This has further shifted the business paradigms. The new paradigms have
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forced firms to resort to SSO, for example, customer care and technical support services
to enhance its customer responsiveness. However, this continues to be a challenging task
to manage multiple remote or offshored locations, as any hiccup in the service delivery
chain may affect the company's reputation. On the other hand, outsourcing/offshoring cus-
tomer services may be perceived as conveying the wrong message to customers, such as,
"we have better things to take care of than customer service." Some technology companies
are reconsidering outsourcing due to customer dissatisfaction with the services provided
by vendors (e.g. Dell computers moved technical support jobs from India to U.S.A).

Managing Job Losses and Strategic Interests

Many large multinational corporations in the U.S.A and Europe are taking advantage of the
lower costs across Asia, Eastern Europe and Latin America by relocating their SSO centers
at offshore locations. However these benefits are reaped at the cost of job losses in the
U.S.A and Western Europe. In addition, there are also concerns among companies such as
Microsoft and Intel with regards to attrition of strategic competitiveness due to piracy or
industrial espionage. Consequently, governments of developed countries are actively look-
ing into regulating offshore activities or outsourcing, to safeguard not only their citizens'
employment opportunities, but also the national strategic and competitive capabilities in
advanced technology development.
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2.1.2 SSO - Current and Future Drivers
Globalization has become an overwhelming trend that is affecting almost every facet of the
economy. Coupled with new emerging market forces, which intensify the competition and
economic growth, players in all industries are looking for ways to exploit the advantages of
globalizing operations and expansion to world markets. SSO is now viewed as a strategic
lever for top companies to compete globally. Current and future drivers for SSO are listed
in Figure 2.1.

Figure 2.1: SSO - Current and Future Drivers

Note - Average Rating Score range from 1-5, with 5 being the most important and 1 being the least 

Predictably, cost benefits are rated as the most important driver currently for SSO across
all verticals. It is followed by improving competitiveness and focus on core competencies.
A different paradigm is observed for the future drivers of SSO adoption. Firstly, reducing
operating costs is no longer the most important driving factor for organizations to move
into SSO. Instead, companies set up SSO operations to take care of the non-core business
activities to enable them to focus on their core business and improve their competitiveness.

Competition is heating up and every company needs to focus on product/solutions innova-
tion to stay competitive and sustain long-run growth for the company. SSO could be the
answer for these organizations. SSO allows these firms to refocus and allocate more
resources towards the development of their core activities.

Improving asset utilization and access to scarce talents prevails as the future driver for SSO.
Improving asset utilization is another way of improving operating excellence for an organi-
zation. With SSO, business functions can be centralized and shared across multiple regions,
thus optimizing available resources. In addition, the need to ensure IT systems are current
requires a suitable labor force, which is not always available to an organization. With SSO,
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companies can either leverage on the established reputable service providers and their
expertise, or set up shared services operations in locations that have ample supply of suit-
able human capital. Examples and brief descriptions of each driver are summarized subse-
quently.

Reducing operating cost

The pressure to reduce operational costs has always been the driving factor to explore new
options and initiatives in the space of SSO. Although not the only reason, cost saving has
always been the key factor for the decision to outsource or adopt shared services.
The Manufacturing vertical is a good example. With the infrastructure of the developing
countries catching up with developed countries in terms of quality and reliability, manufac-
turing companies have started to set up worldwide operations to take advantage of lower
production costs available. Companies in this vertical have to constantly look for ways to
keep their operating expenditure low, and they increasingly look to SSO as a basis to
strengthen their competitive position. 3M, for instance, outsourced their IT maintenance
support to Wipro in India since 2003, in order to reduce its payroll cost which accounts for
40 per cent of 3M's IT costs.

In the Transportation vertical, rising oil prices have forced players within this industry to
seriously look for efficient options to help tackle the redundancy in their business opera-
tions. For example, GM is outsourcing $48 million white collar jobs to India and Canada as
part of a cost-cutting program, which aims to slash GM's manufacturing costs by 25 per cent
by the end of 2005.

Improve competitiveness

The form of SSO has changed considerably over time. From being an innovation in operat-
ing structure, it is now becoming one of the prerequisites to stay competitive. Reducing
costs and focusing on the core business are some of the ways to sharpen companies' com-
petitive edge.

Hampered by legacy and rigid processes, major companies face the challenge of transform-
ing their businesses to adapt and thrive not only for today but also the future. The type of
cost-cutting initiatives that have sustained the industry through difficult patches in the past
will no longer suffice. Global players like IBM, Accenture, CSC and EDS among others, have
started to operate offshore development centers (ODCs) and/or subcontract work to off-
shore companies in order to stay competitive, if not be ahead of competition.

Besides technology companies, transportation companies such as Boeing has awarded a deal
to the India-based HCL Technologies to develop software for its latest aircraft, the 787
Dreamliner in order to fend-off competition from archrival Airbus in the air transportation
industry.

Focus on core competencies

Besides cost reduction and staying competitive, the focus on core competencies is another
key driver for companies to adopt SSO. To keep up with the competition, transportation
companies must rely strongly on their core products or services with intensive focus on
research & development (R&D) to produce innovative products or solutions. However, they
constantly face the challenge in supporting 'non-core' business functions such as IT support.
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As such, these firms are increasingly looking into SSO as a solution to address these chal-
lenges and to gain competitive advantage. A good example to illustrate this point is the case
with Ford Motor Corporation. They just announced in 2005 that it would handover its
security operations to Guardsmark in US and Canada to cut cost and allow the company to
focus on making quality cars.

However, as SSO matures, even the line between core and non-core competencies would be
blurred as some companies would even offshore their R&D, a component traditionally con-
sidered core for many companies. Healthcare companies have been leading this trend.
GlaxoSmithKline, the UK's biggest drug maker, has signaled a massive extension of its part-
nership deals with smaller pharmaceuticals companies to improve the number of new drugs
coming through its pipeline. The company is pioneering ways of outsourcing drug develop-
ment work and says that the number of products discovered by external partners could
eventually outnumber those produced in-house. This illustrates the increasing redefinition
of the relationship of SSO with the core business from 'mutually exclusive' to 'collectively
exhaustive'.

Improve on employee productivity

To stay competitive in the emerging market, Global Fortune 500 companies have empha-
sized strongly on improving employee's productivity. Engaging in Shared Services and
Outsourcing can eliminate overlapped business processes or functionalities.
One good example is the establishment of Motorola Global Software Group (GSG), a divi-
sion that specializes in providing software development support for Motorola's global
requirements. By pooling in talent and resources together, Motorola can leverage on its net-
worked intellectual capital and have fewer GSG centers worldwide. At the same time, each
GSG center has to compete against each other to secure more projects from internal
clients. This culture has enhanced the level of productivity and effectiveness.

Improve customer service

For businesses that have to provide post-sale support to their customers, they constantly
face the challenge of maintaining or improving the quality of their customer care. On one
hand, they have to ensure that customers are served above certain quality levels. On the
other hand, customer service is normally not their core expertise so it would take a lot of
resources and focus to maintain a good customer service team. With SSO, businesses can
leverage on the expertise of established service providers to continuously improve their
customer service.

The customers in perspective could include internal and external customers. A call center
may be serving external customers to manage their complaints but it could also be manag-
ing employees' queries or calls for assistance. For example, Federal Express outsourced its
employees' benefits administration in order to improve the responsiveness to its more than
100,000 staff globally.
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2.1.3 SSO - Current and Future Concerns
While there are a number of factors to motivate companies to adopt SSO, there remain sev-
eral concerns that companies would have to assess carefully before they proceed with SSO.
Current and future concerns for SSO in general are charted in Figure 2.2.

Figure 2.2: SSO - Current and Future Concerns

Note - Average Rating Score range from 1-5, with 5 being the most important and 1 being the least 

Concerns over compromised confidentiality have taken the top spot and is followed by con-
cerns over loss of control and organizational de-skilling. The future concerns for SSO
would almost be the same except some difference in order. Organizational de-skilling
would become the future top concern. Compromised confidentiality and loss of control are
the other two leading future concerns for SSO.

These results reflect the dilemma that most companies are facing when it comes to SSO
planning. Therefore, although much publicity has been given to SSO and its associated ben-
efits, much effort is needed to continuously educate and assure them that such risks are
managed with prudent planning before actual implementation. Some of the key concerns
are discussed next.

Concerns over confidentiality

Concerns over confidentiality are the most important obstacle for SSO adoption. From the
security point of view, there are risks involved in outsourcing of services as personnel of
service providers gain intimate knowledge of organizations' systems and could potentially
misuse the information. Control over intellectual property of companies has great signifi-
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cance on long run sustainability. Outsourcing/Offshoring gives service providers the oppor-
tunity to gain access to intimate knowledge on company's activities, which may pose a risk
to a company's competitive position in the event that the intimate knowledge leaks. This
has been identified as one of the key concerns in locating high-value SSO activities to China.
China has such a poor IP track record that some technology respondents, such as Intel,
impose internal information flow control to locations in China even within internal e-mail
systems.

Loss of control

Loss of control can occur because companies do not have the capability or experience to
manage outsourced activities and providers, or simply because they do not actively manage
the provider-outsourcer relationship. This problem could be magnified if the outsourced
activities or providers are offshore. To manage this issue, some companies use dedicated
liaison teams to actively manage business integration and interaction. Liaison teams usual-
ly comprise of managers and other employees with prior experience in outsourcing and off-
shoring, joint ventures or cross-functional teams. Some respondents stressed that the
team must not only be able to help with the development of a provider's strategy, but are
also there to ensure that it is aligned with their firm's own overall corporate strategy.

In a competitive environment where time-to-market holds the key to success, ensuring
smooth operations for offshore locations is a major concern. As a result of SSO, a compa-
ny may not have the best control over its offshored/outsourced business processes, as much
as it would have onshore. For some organizations with high-specificity, the significant
nature of inseparable supplementary services may warrant the need for internal sourcing to
ensure tighter quality control and assurance. JPMorgan Chase recently announced it would
bring back in-house a major set of IT activities it had outsourced to IBM in a seven-year, $5
billion deal. The bank deems it critical to manage and control IT directly to gain competi-
tive edge. Some 4,000 IBM employees have been retransferred back to JPMorgan just two
years after the contract was announced.

Organizational de-skilling

The director of outsourcing at a multinational company warns companies about giving away
their capabilities. According to him, "outsourcers should retain people who can develop the
strategy and understand the business. "A few of the respondents appeared concerned
about their firm's loss of in house capabilities, but they also felt that certain skills and capa-
bilities were no longer really necessary for their competitiveness, and consequently did not
need to be retained or nurtured. Therefore, as some argued, there was no real value in
investing resources into their maintenance. Even so, "any loss should be managed with care
as opposed to it being lost in an unmanaged way", advised the head of outsourcing projects
at a London-based bank. Business requirements inevitably change, and an outsourcing solu-
tion defined from a short-term static perspective cannot respond adequately to rapid and
dynamic growth or new challenges. Thus, companies may face a costly reassessment and
complex transition of providers. This can materialize as an inability to serve new needs, to
scale up, or to innovate. Dell recently faced this problem with its Indian call center, which
was unable to adapt to an increased volume of calls, resulting from expanded product lines
which affected its organizational customer's responsiveness, one of Dell's competitive edges
in customization of user requirements.
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Over reliance on external parties

Just as manufacturers like Nike have been tarred with the "bad practices" brush due to their
choice of product suppliers in China and Central America, so too, can banks and other
financial service businesses be attacked for their outsourcing partners' reputations and
quality of service. This issue can defeat the most attractive cost advantage. Capital One
cancelled a contract with Spectramind, India's largest call center provider, after incidences
of workers tempting credit card customers with unauthorized free gifts. Poorly integrated
processes, heavily accented English, or contextual unfamiliarity also can threaten customer
service. To minimize service risks, one online retailer maintains a small team to integrate
new service providers into its ongoing operations, viewing the skills for ramping up new
vendors as replicable across functions. With the explosion of service providers in distant
countries and the political nature of outsourcing issues in developed economies, due dili-
gence is more important than ever.

Unforeseen costs

The costs of evaluating vendors, managing major contracts, traveling to offshore sites,
enhancing security, and paying severance for laid-off workers are not always foreseen in the
first flush of enthusiasm. Realizing at a later stage that packaged standardized services will
not meet the real needs of the business is a classic problem. Customized solutions by the
vendor will likely cost 15 to 30 per cent more than the standard services, and a company
could find itself captive to a multi-year agreement. Exit costs are another hidden risk, as
ending an arrangement prematurely exposes both buyer and provider to litigation. Careful
cost modeling and scenario planning that includes good benchmark information and a solid
understanding of current activity-based performance and costing are thus essential.
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2.2.3 Degree of SSO by Type
SSO is not a new concept to Global Fortune 500 companies. However, each vertical is
employing different strategies when it comes to adopting SSO for their organizations. The
technology vertical is leading the pack by actually adopting SSO to improve operational
excellence and increase competitiveness of corporations, while keeping the operating
expenditure in check. Companies such as IBM and Dell have been adopting SSO to keep
their operating expenditure low while focusing on their core competencies. Companies in
the rest of the verticals are also increasingly adopting SSO for their 'non-core' business
processes so they could continue to increase their competitiveness amidst increased chal-
lenges posed by globalization.

Respondents from all seven verticals indicated that the current most common types of SSO
are IT Services & Support, Back-office Processing, Customer Service and Human Resources.
In fact, IT Services & Support, Back-office Processing and Human Resources are the top
three common types of SSOs' across all verticals, as indicated by Figure 2.3.

Figure 2.3: Current and Future Levels of SSO by Business Processes

Note - Average Rating Score range from 1-5, with 5 being the most important and 1 being the least 

By referring to Figure 2.3, there is not much change in the most common types of SSOs in
the future. While the above-mentioned four types remain the favorite choices, respondents
also suggested that strategic/research & development and corporate learning programs be
the other potential SSO types. These results are mostly driven by Technology, Healthcare
and Manufacturing verticals where increased competition and the pressure to cut lead-time
in developing new products/solutions has forced them to readjust their resources to maxi-
mize the return.
Brief description and examples for selected types of SSO are discussed next.
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IT Services & Support - Technology delivered, though at a slower pace

Generally, IT services & support is the most preferred type of SSO. This is not surprising
because IT services and support is commonly seen as the non-core segment of a business.
More and more firms view the maintenance of IT services and support for internal opera-
tions as a challenge, amidst the rising cost of keeping systems up to date and IT services at
a level that suits a regional/global operation. Increasingly, more firms are willing to evalu-
ate and let a third party take over the management of IT services and support so that they
can concentrate their resources on keeping abreast with their industry trends to stay ahead
of their competition. A case to illustrate, global telecommunications giant Ericsson has con-
tracted HP to take over its global IT infrastructure and mainframe operations in more than
140 countries, with about 1,000 Ericsson staff moving to HP.

Back-office Processing - What can't be seen is getting bigger

Another favorite type for SSO is Back-office processing. Back-office processing includes
bulk transaction/form processing which typically requires plenty of manual data-entry
efforts. In the Finance vertical for example, this business process includes simple tasks like
credit card or stock trade processing. HSBC and Citigroup located back-office operations
in developing countries like India, China and Malaysia. Another example is a seven-year back
office process outsourcing agreement between Accenture and Southern Company GAS, the
gas-marketing subsidiary of the Atlanta-based Southern Company. The services covered
under the agreement included billing, call center services, transaction management, corre-
spondence management, revenue management, collections and exception processing opera-
tions.

Human Resource - Greater human touch from a distance

Human Resource SSO typically includes processes such as payroll processing, administration
of employees' benefits and entitlements, employee data records and management.

Technology companies are again leading all the verticals in adopting this SSO type. The UK
telecommunication service provider British Telecom (BT) has partnered with Accenture to
revamp and centralize its global HR operations. From more than 40 HR systems and approx-
imately 14,500 HR staff, BT managed to shrink their operation to 600 HR people to sup-
port their 103,000 people worldwide, via a joint-venture setup by BT and Accenture, called
e-peopleserve. e-peopleserve provided end-to-end HR transactional solutions that covered
the complete employee life cycle such as performance, reward, training, and exit process.

Customer Service and Call Centers - Calling locally, responding globally

Today's savvy customers are looking towards companies to provide choice, convenience and
control over services. This has forced companies to closely examine which operations
enable the company to provide unique and attractive value to the customer - i.e. the bun-
dled benefits that differentiates a company and attracts customers to buy its products or
services rather than someone else's. Besides meeting customers' expectations, two key fac-
tors have motivated the offshoring of call centers - cost and operation efficiencies. For
example, Intel offshored and consolidated their internal call centers to three main geo-
graphical areas (US, Europe and Asia) to serve the global operations on a 24 by 7 basis.
United Airlines established a telephone reservations center in India to cut up to $25 mil-
lion in operating expenditure annually.
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Strategic Research & Development (R&D) - You've got brains…everywhere

Though not high on the priority list for business process SSO, R&D has actually grown three
fold in respondents' expectations as a 'highly important' area to be outsourced or offshored
in the next 12 to 18 months. The main drivers are the availability of a skilled workforce
globally with domain expertise and high-end talents such as MBA's, engineers, doctors,
lawyers, accountants and other highly skilled professionals, along with the pressing need to
improve the return of R&D activities, which could be accomplished by offshoring to loca-
tions with lower wage structures. A good example is Roche's global R&D center networks
in China, Switzerland, Germany, the United States and Japan. Roche's Shanghai center, which
employs about 40 scientists work in cooperation with Roche's other four global R&D facil-
ities to select new clinical drugs for Roche's global R&D strategy. Besides scientific
research activities, white-collar jobs in the finance vertical such as equity research, financial
modeling and analysis are also increasingly moved to offshore locations. For example,
Goldman Sachs and Merrill Lynch have already moved some research and customer and
portfolio analysis jobs abroad with India being the most popular destination.
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2.2.4 Party of Choice by Type and Reason

There are currently three models of SSO being adopted by Global Fortune 500 companies.
They either own the operations fully, set up joint ventures with reputable third or external
parties, or completely outsource the operation to SSO providers.

Own Facility - Maximizing control

In this model, the organization owns all the physical infrastructures. In addition, the com-
pany is directly responsible for its employees' recruitment and welfare needs. By far the
most preferred option for Global Fortune 500 companies, DuPont's shared service
approach is a good example to be featured. Being one of the world's largest chemical com-
panies, with a presence in all regions of the world, DuPont implemented their Global
Service Business (GSB) with 6000 staff worldwide to offer shared services to their internal
operations (supporting 92,000 people) and external customers around the world. Another
example is Lufthansa Airline, which has set up a call center employing 130 people in
Istanbul, Turkey with German speaking agents serving Lufthansa's customers in Germany.

Hybrid Relationships - Diversifying risks

The two most common forms under this model are joint ventures and collaborative part-
nerships. This model is sometimes preferred because of the element of control it provides
without the risks of running subsidiaries. For example, Capgemini Energy was formed in
May 2004 as a joint venture company between global energy company, TXU and Capgemini,
under a 10-year agreement that is valued in excess of $3.5 billion, to provide business
process services and information technology solutions to TXU, with a plan to offer similar
services to other energy companies in the future. Deutsche Bank has also formed a joint-
venture with Accenture to manage its Accounting, IT and HR functions.

Third Party Provider - Maximizing efficiencies

This model is where third parties carry out the majority if not all of the organization's spec-
ified business processes. As a measure to further reduce capital and operating expenses,
existing companies that have been outsourcing their business process would either extend
or expand to more business processes. For example,Telstra has some 450 software jobs off-
shored to India, as part of its deal with IBM Global Services to extend their IT outsourcing
arrangement. IBM would manage and develop software applications for Telstra. Another
example is Tenet Healthcare Corporation, which operates 114 hospitals in US, extended its
information technology outsourcing contract with Perot Systems Corporation, from a
seven-year deal signed in 1995 to a 10-year, $550 million contract in 2001. The contract
includes new initiatives to enhance Tenet's infrastructure and implement a variety of Web-
based applications.

Figure 2.4 shows that in general, 47 per cent of the respondents preferred fully- owned sub-
sidiaries to third or external parties to manage their SSO activities. While Figure 2.5 shows
that the most common types of SSO that are chosen in fully owned subsidiary mode are
sales & sales generation, strategic/research & development, procurement and finance &
accounting. The preference for fully-owned subsidiaries for SSO functions reflects not only
the need to have control but also the increasing strategic value of having seamless integra-
tion between front, middle and back-end components in the companies' value chain as they
tend to have the scale to demand control and benefit from optimization of their global scale
operations.
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Figure 2.4: SSO Party of Choice 

On the other hand, the most common types of SSO that are preferred for third/external
party mode are IT Services & Support, Customer Service & Call centers and Human
Resource. These types of business processes are generally classified as non-core business
activities to a company. This reflects the enhanced imperative on being focus on core com-
petencies among the Global Fortune 500 companies analyzed.

Figure 2.5: SSO Party of Choice by Business Process
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2.2 SSO Locations

It is the basic principle of SSO that a place where things can be done in a more cost effec-
tive and improved method than in their present location  is always a better choice. The
cost factor and quality of human capital is a major portion among the determining factors.
For most organizations, quality of human capital depends on a set of criteria that includes
high levels of literacy, numeric and language proficiency within available workforces, good
communication infrastructure etc. Many offshore locations including Asia, Eastern Europe
and Russia invariably meet these criteria.

Figure 2.6: SSO Selection Micro-Criteria

As illustrated in Figure 2.6, four main criteria have emerged with the highest rating as high
or very high importance by the respondents: Labor force experience (98 per cent),
Compensation costs (93 per cent), Political stability (92 per cent) and Tax & Regulatory
costs (91 per cent). The emphasis on labor force experience and cost are mostly driven by
the criticality of having access to affordable skilled talents, especially for verticals like
Technology, Healthcare, Energy and Finance.
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Figure 2.7: SSO Selection Macro-Criteria (Scale of 1 to 5)

Note - Average Rating Score range from 1-5, with 5 being the highest and 1 being the lowest 

It is generally agreed that cost efficiency is the most important factor for choosing the right
location for SSO hubbing for Global 500 companies - reflecting the fact that cost is still a
very important driver for SSO. Next are elaborations for the key selection criteria.

Cost Efficiency - Getting the most out of your dollar, euro, rupee and so on… 

Salary scale will be the best yardstick when elaborating about cost of labor. In the health-
care industry, a PhD chemist earns about $65,000-$70,000 per year in India, and in China,
$45,000-$70,000 per year. As compared to a PhD chemist at a U.S. Clinical Research
Organization (CRO) earning $250,000 per year, Asian workforce, especially the skilled ones
offered labor cost economies that far outweigh the disadvantages of proximity, and even IP
protection risks. This is why Asian medical markets and expanding Asian economies offer
significant growth opportunities for medical companies in comparison with the United
States and Europe.

Taking a weighted average across Global Fortune 500 companies in the study, an entry-level
call center operator in India earns $2,000 per year. An entry-level IT graduate takes home
$6,000 per year, while an entry-level MBA gets $20,000 per year. India's workforce and
operational cost advantages are currently saving corporations from 40 to 60 per cent in
overhead costs. However, when considering cost of labor, wage inflation should be includ-
ed as it may significantly change over the next few years after including the effects from
GDP growth rate and inflation rate. Figure 2.8 has illustrated the wage level trends of
selected SSO hubs, namely China, Czech Republic, India, Ireland, Malaysia, Singapore and the
Philippines, from 2004-2009. While an entry level IT programmer from India commands the
lowest salary among its peers (from the selected hubs), India as an SSO hub suffered from
the high wage inflation that resulted from imbalance in the supply and demand in the  IT job
market. As a consequence, the wage inflation rate for India would continue to escalate from
2005 to 2009 and overtake Czech Republic and the Philippines, while it catches up to
Malaysia's and China's wage level for entry level IT programmers, as depicted in Figure 2.8.
Because of this, the salary difference, for instance, between Malaysia and India will decline
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from the current 43 per cent in 2004 to just merely 14 per cent in 2009 - reflecting a whop-
ping growth in relative salary level of India of almost 50 per cent! Meanwhile, the salary dif-
ference between China and India will reduce from the current 30 per cent in 2004 to 10
per cent in 2009. On the other hand, while Czech Republic, Malaysia and Ireland are having
low wage inflation rate (around 5.7 per cent for Czech Republic, around 5.5 per cent for
Malaysia, around 3.9 per cent for Ireland), the shortage of skilled workforce has exerted
upward pressure on the wage inflation rate. However, Czech Republic and Ireland's open
immigration policy for skilled workforce has eased the pressure to a certain extent.

As illustrated above, movement in average salary would have a significant impact on the cost
competitiveness of the SSO hub because on the average, cost of labor can account for 40
per cent (and some up to 60 per cent for high-end sourcing) of the hub's operating cost.
Unless wage inflation commensurate with enhanced value adding, it would be extremely
challenging to sustain any hub's value proposition and attractiveness.

Figure 2.8: IT Wage Level Comparison of Selected SSO Hubs1

Quality of Human Capital - Networking of global talent pool 

The Philippines' competitiveness in the ICT arena is firmly grounded on the country's large
supply of highly qualified, English-speaking ICT professionals. Besides ICT professionals, the
country is also a rich source of accountants, software programmers, architects, and graphic
artists, with 380,000 college graduates each year. The Philippines also stands as a valuable
source of highly skilled and trainable manpower. With a pool of nearly 300,000 competent
knowledge professionals, the country has become a leading provider of information and
communications technology (ICT) services to some of the world's largest corporations.
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And this number is expected to increase, with over 1,000 IT and technical schools, and 86
colleges and universities which produce almost 350,000 graduates yearly. That has proved
to be a valuable competitive advantage in attracting foreign SSO investments.

Another country highly featured due to the networking of diverse talents is Malaysia.
Several high profile global companies (HSBC and Prudential) have located their shared serv-
ice center in Malaysia to capitalize on the country's multi-racial workforce that is typically
proficient in more than one language besides English. Malay (including Indonesian), Chinese
and Hindi/Tamil are among the commonly spoken languages among Malaysians. Of growing
prominence, though not yet conspicuous, is the growing proficiency in Japanese and Korean
languages. The multi-lingual factor are positioning Malaysia favorably as a hub for SSO to
serve not only the English speaking markets but also markets that traditional SSO hubs like
India and the Philippines cannot, such as Japan and Korea. Language skills has catapulted
Malaysia as one of the most versatile global call center market and giving birth to several
top-tier "made-in-Malaysia" call center outsourcing companies such as Scicom (serving
Nokia and Hewlett Packard) and Vsource (serving Japanese and Taiwanese blue-chips).

In addition, Malaysia's talent capital has made them a natural choice to recruit project man-
agers and other senior level personnel to manage multi-cultural project teams for global
and regional project implementation. The multi-racial community in Malaysia has condi-
tioned the Malaysian workforce to manage diverse workforces and multi-cultural teams for
global or regional project management. Hence, it is by no coincidence that the workforce
in Malaysia has been tapped for most high-value SSO project management and operations
across Asia Pacific. For instance, realizing the availability of skilled ERP talent pool in
Malaysia (considered among the highest in Asia Pacific), British business transformation con-
sultant Axon Group choose the country to establish its SAP Shared Service Centre that
provide application management and offshore/onshore services to local and international
markets. The reason highlighted for this decision is their blue chip clients (i.e. predominant-
ly Global Fortune 500 companies from energy and finance industries), preference to source
Malaysians for skilled SSO management talents.

Business Environment Conduciveness - The making of a friendly hosting hub

Business environment conduciveness is highly crucial especially when it comes to off-
shoring. One of the determining factors would be intellectual property (IP) regulation.
Considering the impact of IP to high-end technology developments and commercialization,
having a robust regulatory environment would be crucial to attract high-end SSO. Singapore
and Ireland's attractiveness could be due to this factor.

Firstly, Singapore's regulatory and IP protection framework is recognized to be robust yet
dynamic to healthcare respondents among the Global Fortune 500 companies. Factors that
enabled its regulatory mechanism that create a conducive environment for biotechnology
incubation to thrive among which include:

Active government nurturing through investments made below:

S$1 billion in the Biomedical Sciences Investment Fund and S$205 million in
other initiatives including the Bio Innovation Fund, the Pharm Bio Growth 
Fund and Life Sciences Investments.
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S$51 mill ion for the biotechnology fund management firm Bioveda 
Capital, the first such firm to be seeded by the government's 
Technopreneur Investment Fund program.

S$1.5 billion for R&D in the biotech sector and a further S$2 billion has 
been set aside to attract leading research organizations in Singapore to 
invest in local and foreign biotech start-ups.

Rigorous IP framework enforced by agencies such as Health Sciences Authority
(HAS) i.e. a multidisciplinary agency that administers a seamless regulatory 
process to the healthcare industry, effectively safeguards public confidence in the 
quality, safety and efficacy of all healthcare and blood products in Singapore.

Integrated with global regulatory compliance requirements and practices that have
attracted global institutions such as John Hopkins University, through three divi
sions: John Hopkins Singapore Biomedical Center, John Hopkins Singapore Affiliated
Programs, and John Hopkins - National University Hospital International Medical 
Centre. Singapore's proactive compliance with international healthcare standards 
has enabled John Hopkins to collaborate smoothly with Singapore's academic and 
medical communities to further biomedical research and education, bringing new 
technologies and treatments and patenting.

Secondly, Ireland's IP policy framework has enabled it to promote an open and competitive
business environment. This 'pro-business environment' was emphasized by the recent
announcements in the 2004 Finance Act2 :

The 9 per cent tax charged on the transfers of Intellectual Property (IP) was 
abolished. The Act provides for an exemption from stamp duty on the sale, transfer
or other dispositions of IP (includes any patent, trademark, copyright, registered 
design, design right, invention, domain name, supplementary protection certificate 
or plant breeders' rights). This will assist companies to carry out R&D or manage
their IP from Ireland.

Research and development (R&D) tax credit for incremental expenditure by com
panies was introduced. The Act declared a tax credit of 20 per cent in addition to a
tax deduction at 10 per cent to 12.5 per cent for R&D expenditure. The tax credit
is available to Irish tax-resident companies engaged in in-house qualifying R&D 
undertaken within the European Economic Area (EEA), provided such expenditure 
is not otherwise eligible for tax benefit elsewhere within the EEA. Though the cred
it cannot be used to generate a tax refund, it can be carried forward indefinitely 
against a company's Irish corporate tax bill. This gives a potential Irish tax write-
off for incremental R&D spend of up to 32.5 per cent.
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2.3 SSO Trends

2.3.1 Global SSO Market Trends Analysis
Accounting for close to 42.9 per cent of World GDP3 , Global Fortune 500 companies'
investment plans on SSO serve as a good indicator for the trend and forecast of future SSO
activities. Shown in Figure 2.3 and 2.4, as a per centage of the vertical revenue, the weight-
ed SSO spending is growing at a CAGR of 3.34 per cent, from 4.34 per cent in 2004, to 4.79
per cent in 2007.The actual SSO spending across all verticals is growing at a CAGR of 12.34
per cent, from $647.5 billion in 2004 to $917.9 billion in 2007, while the total vertical rev-
enue size is expanding at a CAGR of 8.53 per cent over the same period. The growth for
SSO spending for all verticals is expected to slow down from 2004 to 2007, as a significant
portion of SSO implementations across seven major verticals are planned or targeted to
complete by 2007. On the other hand, the growth for SSO offshoring spending is expected
to increase from $38.9 billion in 2004 to $85.1 billion by 2007, at a CAGR of 29.8 per cent.
In 2004 Asia pacific accounts for the bulk(70.7 percent) offshoring globally. The main driv-
ing factor of this growth is the pending liberalization of service sectors under the WTO
global trade agreement. Services liberalization have been discussed, negotiated and expect-
ed to be ironed out by 2006 or 2007.

Figure 2.9: SSO Spending Trends
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Figure 2.10: SSO Spending Growth Forecast

Figure 2.11: SSO Spending Size and Growth by Vertical

For detailed elaboration of the above 3 verticals, please refer to the case studies in section
3 below.

2.3.2 Analysis of Revenue Spent on SSO by Selected Vertical

In analyzing the SSO spending trends by vertical, a comparison between global and Asia
Pacific trends would be made as the latter accounts for the largest portion of SSO off-
shoring from 2004 to 2007.

Finance vertical accounts for the largest portion of SSO Spending in 2004. As illustrated in
Figure 2.11, in 2004, Finance vertical spent an estimated $212.82 billion on SSO operations,
contributing about 33 per cent of global SSO spending. For offshoring of SSO in Asia Pacific,
Finance vertical spent an estimated $9.03 billion on SSO operations - accounting for 32.8
per cent of total offshored SSO spending in Asia Pacific. Financial Services Institution (FSI)
has been at the forefront in SSO adoption, due to increasing pressure to improve opera-
tional effectiveness and efficiency.

Energy vertical has the highest SSO spending growth globally, while Logistics vertical has the
highest SSO spending growth for Asia Pacific region. In terms of global SSO spending
growth, Energy vertical is forecasted to have a CAGR of 21.52 per cent from 2004 to 2007,
while in the Asia Pacific region, Logistics vertical is expected to grow with a CAGR of 12.93
per cent from 2004 to 2007. Energy companies have just begun to embrace SSO and are
expected to invest heavily in the next few years. Logistics vertical is expected to experi-
ence a higher growth in Asia Pacific due to the intensity of manufacturing concentration
there. With Asia Pacific remaining to be the undisputed global production hub for the next
8 to 10 years, SSO is expected to be leveraged upon to support and integrate Global
Fortune 500's physical and services supply chain.
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3.0 Case Studies

3.1 Case Study 1 - Finance: Global SSO Vertical Giant 
Financial service institutions (FSIs) constantly struggle to configure their back-office "facto-
ries," for a very important cause - these facilities can be responsible for up to half of their
operating costs, excluding interest. Whether the factories process mortgages, securities,
policies or other products, they tend to use the same approach across the board i.e.
process reengineering, general cost cutting and outsourcing or offshoring. It is best prac-
tice for financial institutions to manage their back-office and IT operations as portfolio of
individual factories where each demanding a unique solution depending on its characteris-
tics.

FSIs are increasingly looking at SSO as a basis for strengthening their competitive position
as cost considerations are becoming increasingly critical. Margins associated with the deliv-
ery of financial services are under pressure as consumers become increasingly sensitive to
price and returns. This has forced organizations to focus its attention on strategies for gen-
erating superior operational efficiencies in order to protect their margins. FSI adopters in
the first wave of SSO are now investigating ways of extending outsourcing further into the
business as well as new models of SSO delivery, such as offshore and shared service cen-
ters.

Cost considerations are not the only reason for SSO. Other considerations include
enhancements of business process planning, improved service quality and business transfor-
mation. For an industry as highly competitive as financial services, the ability to deliver
superior product and service quality can also protect margins by reducing downward pres-
sure on price. As SSO continues to be a key trend in the sector, FSIs need to be aware of
its principal drivers and developing trends. They also need to be equipped with the neces-
sary tools to make the best SSO decisions. This can only result from having greater insights
into SSO decision-making processes.

Typically, financial institutions outsource high-volume transaction processing functions
because they are better handled by an outsourcing vendor with the economies of scale to
make the per-transaction cost much cheaper. A variation on outsourcing is external co-
sourcing with several banks pooling their operations together. For example, some banks in
Germany and the U.S., have decided to combine their volumes and source services in a
jointly upgraded platform. This is an attractive approach if no large-scale provider exists,
but so far, given the problems of integrating different legacy IT platforms, this is rare.

Shared Services is the approach to consolidate and handle certain business processes at
locations other than where the FSI is operating in order to achieve cost-savings. Normally
subsidiaries are set up at that location to carry out the offshore work. Multinational groups
typically have branch presence in the country they choose to process its own product line-
up. By concentrating their operations for a particular product, such as loans, in a single
location serving many countries, they can capture substantial benefits. Prudential, for exam-
ple, have such service centers for several of its products, including claims processing across
Europe and Asia Pacific. Since connecting these central factories to a number of geograph-
ically dispersed units within the same group is difficult, only a handful of players, especially
global companies are attempting this strategy. However, as more financial institutions adopt
more advanced middleware, this will become easier to execute. An increasingly popular
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variant is to move factories to cheaper locations. Citigroup, HSBC and Standard Chartered,
for instance, have used their knowledge of Southeast Asia to move activities such as IT
development and credit card processing to that region.

Best-practice Shared Services center can also take on outside business to reach more effi-
cient volumes. The Royal Bank of Scotland, for instance, moved the processing centers of
NatWest (which was twice its size in risk-weighted assets at the time of the acquisition) to
its own more efficient platforms.

European FSIs are currently leading the charge in SSO activities. Europe (with UK being the
dominant country) is estimated to account for almost 60 per cent of the deals sealed dur-
ing 2003 to 2004, with North America accounting for about 30 per cent and approximately
10 per cent from others (namely Japan and Korea). FSIs in Japan are currently in the early
adopter stage of SSO - pioneered by Daiwa Bank with IBM as the outsourcer in 1998. SSO
is more prevalent among Japan's regional banks than its city banks. Many foresee that the
market in Japan will grow at a faster pace through 2005.
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3.1.1 Party of Choice by Type

Within the financial services sector, three main models have emerged from the practice of
offshoring. Firms are either using their own facility, forming relationships with third parties,
or relying solely on the third party service provider.

Own Facility

Some FSIs prefer this arrangement because it allows greater control over issues such as
staff selection and training as well as product and service quality assurance. There is also a
new trend of taking back those outsourced business processes; especially IT functions to do
it in-house, onshore or offshore. JP Morgan in 2004 canceled a $5-billion IT outsourcing
contract with IBM, as the management realized that IT is part of their core competences
afterwards. HSBC in Hong Kong hired 600 IT professionals recently to do its own IT work
in-house and onshore.

Hybrid Relationships

The two most common forms of hybrid SSO arrangement are joint ventures and collabora-
tive partnerships. Some firms prefer this model because of the element of control it gives
them without the risks of running subsidiaries. For example, Deutsche Bank chooses to
form a joint venture with Accenture to manage their Accounting, IT and HR functions. This
is also the preferred approach for markets like Japan, where partnership among members of
the same “keiretsu” are preferred4 . IBM penetrated the Japan market by setting up joint
venture companies with its clients, with the client retaining some ownership of the joint
venture entity. In this way, the employees feel they have an attachment to their original
company but, at the same time, they become IBM employees. This has enabled IBM to sign
contracts with 14 of Japan's 64 tier-one regional banks and one tier-two bank in a two-year
timeframe.

Third Party Provider

As one FSI Executive Director pointed out, "if you outsource offshore to another company,
that's almost a double-hit potential risk on your customers. One, you are sending it far
away. Two, you're not actually owning the process. It's a difficult enough thing to manage it
effectively from one country to another, then to add the extra dimension of not owning the
problem if one arises…."

4 A Japanese term for a set of companies with interlocking business relationships and share

holdings. The "Big Seven" keiretsu, which formed principally from the old Yasuda zaibatsu), are

the following:

1. Mitsui Group

2. Mitsubishi Group

3. Sumitomo Group

4. Yasuda Group

5. Sanwa Bank Group

6. Dai-Ichi Kangyo Bank Group

7. Toyota Group
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For long-term competitive advantages, firms engaging in SSO should aim to use combina-
tions of partnership structures to allow it to retain control of its offshored processes whilst
creating new solutions for both its existing and potential customers. Most FSI respondents
preferred Fully Owned subsidiaries to manage SSO, as reflected in Figure 3.1.

Figure 3.1: Finance Vertical - SSO Party of Choice

3.1.2 Location Selection Criteria

Commenting on a decision to outsource some functions to Asia, a senior manager of a
North American FSI remarked, "How I decide where to go is not necessarily rocket sci-
ence". He explained that it is ultimately a choice of place where things can be done in a
more cost effective and efficient way than their present locations. Many offshore locations
including Asia, Eastern Europe and Russia invariably meet these criteria. However, countries
in the Asian subcontinent, and especially India, are increasingly popular. For most financial
service organizations, location choices depend on a set of criteria that includes high levels
of literacy, numeric and language proficiency within available workforces and good commu-
nication infrastructure.

Reflecting the conservative and risk averseness of the Finance vertical, most respondents
revealed that political stability and compensation cost competitiveness are the most impor-
tant factors in SSO location selection.

30

35%

28%
37%

Fully Owned Subsidiary Joint-Venture Third Party

Source: Frost & Sullivan, 2005



Figure 3.2: Key Selection Criteria for Finance Vertical (Scale of 1-5)

Note - Average Rating Score range from 1-5, with 5 being the highest and 1 being the lowest

Figure 3.2 illustrates the key location selection criteria for Finance SSO, based on Business
Environment Conduciveness, Cost Efficiency and Quality of Human Capital. The elaboration
of the key selection for criterion is summarized in the next section.

Business Environment Conduciveness

Similar legal systems

Countries like Philippines have historical links with the USA. Their cultural outlook and
legal systems are consequently more similar to the US, making them logical offshoring tar-
gets to American FSIs. Although India benefits from its 'colonial' past, many UK financial
service organizations now take the strategic view that any differences in cultures across
some of the Asian countries are insignificant, and have started to diversify their SSO oper-
ations by exploring destinations like China and Vietnam. HSBC's back office technology
center in China's Guangzhou province is one example of such diversification strategies.

A legal system that is closely aligned can be quite important especially during contractual
disputes where complex and little understood legal processes increase the cost of enforc-
ing contracts. For example, China's different legal systems across its provinces mean that
contractual agreements have to be made for each individual province, adding to potential
costs. In the short to mid-term, FSI respondents perceive that China will continue to be
disadvantaged by the complexity of its legal and tax regimes and governance costs implica-
tions.

Favorable government policies

The foreign direct investment policies between the home country and host country would
be a key consideration in selecting a location for SSO offshoring. From FSI respondents
interviewed, India continue to be viewed as the most welcoming nation with a government
and industry that works hard to make it an attractive SSO destination. India has many gov-
ernment-funded taskforces on various aspects of SSO. The Indian SSO industry also enjoys
wide spread support across the whole political spectrum.
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Most Global Fortune 500 financial companies surveyed, responded positively to the 'engag-
ing' policies of the Malaysian government in promoting Cyberjaya, the hub for SSO activities
in Malaysia. One of the key innovative incentives that most mentioned by the respondents
from financial services and energy companies is the Bill of Guarantees (BoG)5. BoG is a 10-
point 'umbrella' that protects, nurtures and enables companies accorded with the
Multimedia Super Corridor (MSC) status to operate in a 'privileged' environment. Among
the guarantees include:

World class physical and information access
Income tax exemption of up to 10 years or investment tax allowance of up
to 5 years
Competitive telecommunication tariffs
No immigration restrictions to source for foreign talents to work in the 
MSC
No restriction in ownership of MSC status companies
Unrestricted capital sourcing 
IP protection through cyberlaws
No Internet censorship

China also encourages foreign businesses through the establishment of Special Economic
Zones, which are supposed to operate in accordance with international regulatory norms
and quality standards. These include the Hainan Province, and Shenzhen, Shantou, Xiamen
and Zhuhai cities.

Socio- and geo-political factors

When talking about the choice of location for SSO, besides the cost concern, FSIs also eval-
uate the geographical distances between the client and the subsidiaries/external party and
the bilateral relationship between the host country and the home country. While it may
make economic sense to transfer parts of a value chain to areas with low wage bills, the
assessments of inherent risks in those areas are often critically important. Not doing this
may mean that potential gains from wage differentials may become overall liabilities. For
example, in Russia, the cost of employing a software programmer may be significantly lower
than in Western Europe. However, as the head of business sourcing at a UK financial serv-
ices company pointed out, "an organization may have to face up to the real possibility that
they might at some point have no access to their providers due to regional instability."
Instabilities in the Asian region are largely fuelled by terrorist activities from groups such as
the Kashmir separatists in India. Other separatists include the Moro Islamic Liberation
Front (MILF), a group with suspected connections to the Jemaah Islamiyah Islamic terrorist
organization. Political stability, which has been greatly emphasized by FSIs respondents, is
the underlying factor behind the success of key hubs like Dublin and Belfast in Ireland and
Singapore. These hubs tend to be the location of choice for high-end SSO activities which
requires relatively more capital investment and technology transfer.
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Infrastructure 
The development of SSO in any market is necessarily tied to the state of its communication
infrastructures, which are often better in deregulated sectors. In Asia, Singapore's recent
free trade agreements with the United States and several other major economies have
already started to have impact on some of its previously regulated sectors. For example,
SingTel's hold on the Singapore telecom market and its high lease land lines came to an end
partly because of these agreements, thus allowing local data cable companies to flourish and
create greater benefits from the market competition. Economic reforms in other countries
across the region will eventually result in the widespread adoption of free trade agree-
ments. Technology parks and centers of excellence (e.g. Mumbai and Pasig cities in India and
Philippines respectively) and the Saiboweir software park in China's Shenzhen region also
signify the presence of good infrastructures. Although China's effort to build its informa-
tion network may be because of the 2008 Olympics, it is ultimately aimed at rivaling net-
works found in western economies.

In some of the countries, good quality infrastructures do not extend beyond the special
economic regions or technology parks. Interviewed respondents were however not partic-
ularly concerned with the overall quality of local infrastructures because of available viable
alternatives. Companies can, for instance, use satellite technology where telecom networks
are not well advanced and battery back ups or solid fuel generators in case of problems
with electricity supplies. This partially explains why India still remains to be the top loca-
tion of choice among FSI respondents.

Cost Efficiency

Low wage structures

This is one of the key reasons often cited by FSIs with SSO. "We can employ five graduates
for the price of one UK graduate", said one director of shared services operations in a ref-
erence to their business operations in India. Indeed, even countries with higher than-aver-
age wages like Malaysia still have cheaper workforces than developed countries. China and
Vietnam are considered by most FSIs to have the lowest costs. Wage rates however depend
on the nature of a SSO activity. Call center, data input and transcription work usually
attract lower wages whilst the more skilled software programmers and increasingly com-
plex white-collar business processes (such as equity research) attract higher individual
remuneration. Even so, it is still cheaper to employ offshore than in the UK. As the direc-
tor in charge of outsourcing projects at one UK based multinational insurer remarked, "I
can get someone in locally for £60,000/£70,000 (a year) or I can get someone in India for
a fifth". The possibilities of wage inflation are a growing concern, though. Commentators
note that India's annual wage increase of around 15 per cent will eventually reduce its labor
cost advantages. In contrast, the Philippines have a large labor pool but lack sufficiently
experienced indigenous software programming project managers. This pushes up labor
costs because only a few workers with the necessary levels of expertise and experience are
available for employment. Some respondents further elaborated by specifying cost savings
of more than 30 per cent before considering moving work offshore.
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Quality of Human Capital

Education and literacy

Some countries in Asia historically placed stronger emphasis on education systems that are
biased towards analytical subjects like mathematics and computer science. For example,
students from China have the opportunity to learn about software coding and Information
Technology from over one hundred Chinese Academy of Sciences facilities in campuses
spread across the country. IT programs can also be found in many lower level education
establishments throughout China. Other countries use private education systems to com-
plement their state provisions. The Philippines' combined private and public sector educa-
tion system produces over 20000 graduates for its IT and growing BPO industries. In addi-
tion, several world-famous IT and management studies institutions can be found in other
part of the region, including the Indian Institute of Technology and the University of Delhi's
Faculty of Management Studies. India still stands above all other countries in the region as
one with the best literacy levels. India's workforce has particularly benefited from an
increasing component of English proficient workers and university level graduates from
western countries like UK and the USA.

Recent initiatives on human resource development by the governments in Malaysia and
China have been aimed at bolstering their human capital skill base. Malaysia has, for exam-
ple, created development parks where businesses can pool together once they have identi-
fied certain skill shortages and eventually use the park facilities to provide particular types
of training. The authorities in China have also realized the need to improve particular skills
within their labor forces and now incorporate English language into the curriculum for
teenagers and young adults. Some respondents noted that there was a lack of indigenous
senior management talent in many offshore markets. This has meant that parent financial
services organizations often have to redeploy their own executives to oversee offshore
operations. In Vietnam, for example, some UK companies have had to employ project man-
agers from their UK bases to ensure correct interpretations of business plans. Efforts to
enhance skill levels by host countries have been welcomed and identified by most respon-
dents as a great incentive to relocate their SSO operations there.

Workforce culture

Cultural similarities are crucial elements of any offshore strategy especially with the recent
increase in voice-based business process outsourcing and call center interactions. FSI
respondents realized that dissimilarities in cultures can significantly add to the cost of doing
business. For example, wages in Vietnam may be low but they have far greater cultural dis-
similarities with the West than other Asian nations. Consequently, the operational implica-
tions for organizations that wish to conduct business in Vietnam include additional costs in
training up local workers and the employment of on-site culturally aware expatriate man-
agers.

The quality of customer service can be severely affected where cultural dissimilarities exist,
especially when high degrees of unstructured problem solving interactions are required (but
not so much in cases of data input driven functions such as credit card billings). For exam-
ple, in the UK, the Indian sub continent, with its historical colonial links, offers the best cul-
tural fit. FSI respondents, however increasingly recognize that cultural fit goes beyond sim-
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ple language similarity and includes popular culture, subtle cultural nuances and accents. A
large French life insurance company, for instance, instructs its Mumbai call center staff not
to call UK customers when popular television programs are being screened.

In country work ethics and culture

HSBC bank's Sir Keith Whitson (former CEO) once reasoned that Asian call center employ-
ees are better workers than their UK counterparts. Many of the respondents concurred
with his reasoning and particularly commended the attitude towards work of the people of
India. The ability of employees from India to work long hours and their willingness to learn
was seen as a refreshing change when compared to that of some UK workers. As one head
of business development at a UK based insurer explained, "I find that staff in our facilities
in India arrive at work way before they are officially due to start and don't leave immedi-
ately at 5.30 unlike what would happen in our UK based facilities". Another manager
describes  workers from Asia as "eager and willing to learn" and he adds, "if you bring peo-
ple over from the UK to train them, the comments from trainers are usually about how fast
they have picked things up".

In general, Asian and Eastern European countries have workforces that are more easily
trained for similar tasks at lower and are paid less. Attitudes towards the types of available
work are also different. Call center and the more repetitive transaction types of work are
viewed by many workers in the developed economies as dead-end jobs. However, in off-
shore markets these occupations are welcomed as a step up to better careers.They are also
amongst the best salaried in some markets. These factors attract many young, bright and
enthusiastic university graduates to the SSO sectors.

There are challenges, though. For example, the nature of most people in Asian and Eastern
European societies to say 'yes' to almost all requests. This can have serious consequences
when work is not delivered to the correct standard and time because providers in coun-
tries like India did not turn down a project in the first instance for fear of offending an out-
sourcer, despite their lack of capacity or appropriate qualifications. Sometimes many years
of totalitarian rule in countries like China and Hungary also make it difficult for ordinary
individuals to question any one in authority or even admit to inadequacies.

Distinctive competencies

Interestingly, certain unique competencies have developed in different countries and
regions. This can be due to a number of factors, including governmental and educational
systems and the nature of supporting industries, which often act as nurturing grounds for
particular talents and competencies. Hungary's history of military rule has, contributed to
a largely subservient population that learns by rule rather than critical analysis. This might
explain why they are better at the more transactional and repetitive, as opposed to analyt-
ical, work. In China, despite low levels of English proficiency, most workers can easily com-
plete certain tasks, given detailed written instructions. Indians, with an education system
that greatly focuses on basic mathematics, logic and science, are acknowledged experts in
mathematical and code based skilled work.

The fact that particular competencies can be found in different locations has partly con-
tributed to an emerging trend, termed as location diversification. In this case, FSIs use sec-
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ondary locations for certain distinctive competencies and even lower cost bases than their
primary ones. A multinational insurer, for instance, with clients in Japan and Europe use a
primary provider in India. The provider in turn also outsources this work to locations with
the relevant language competencies or lower salary regimes. Larger service providers from
India have begun to use companies from China for extra capacity or, in instances, to take
advantage of their low wages.

3.1.3 Ranking of Locations

The top SSO locations for FSIs are India, China, Malaysia, Ireland and Singapore, illustrated
in Figure 3.3.

Figure 3.3: Top 5 SSO Hubs for Finance Vertical

Note - Weighted Average Score range from 0-1 with 1 being the highest score and 0 being the lowest score.

Finance Vertical No. 1 Location - India 

India's most obvious strength is the abundance of skilled workforce at low cost. Many FSI
respondents consider this as the key reason that made India so appealing especially among
the European and North American companies. For instance, HSBC has created about 4,500
jobs in India at its three global resource centers in India and its software development com-
pany. German-based Allianz, having set up an exclusive subsidiary for IT-related services will
bring over 1,300 jobs to India over the next two years. The number of jobs outsourced by
mostly U.S. and European financial service companies to India looks set to nearly double
from the current level of about 63,000 to 121,000 by 2007. India is also the favorite loca-
tion for high-end sourcing, increasingly prevalent among investment banks in the US. Morgan
Stanley, Goldman Sachs and the like have taken nothing less than three million square feet
of office space in Mumbai to do work in India that till now has been done mostly in the US.

Finance Vertical No.2 Location - China 

Low cost and abundance of skilled labor are also positioning China as the preferred hub for
SSO. For example, HSBC and Citigroup have relocated back-office operations in China.
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Workers in China earn about 15 per cent less than comparably qualified workers from
India. At present, there are a smaller number of skilled and semi-skilled IT professionals and
English-speaking programmers in China than India but China has a higher level of technical
competence. There are currently over 160,000 university-educated software developers
nationally and the government of China has set a goal to graduate 50,000 students annual-
ly in computer-related majors by 2003. In addition, the government of China has also taken
a number of actions to solve the matter with respect to intellectual property infringement
- a key concern among FSI respondents surveyed. In 2001, the patent, trademark and copy-
right laws of China were amended in accordance with Trade Related Aspects of Intellectual
Property Rights (TRIPS) agreement.

Finance Vertical No.3 Location - Malaysia 

While Malaysia does not enjoy the abundance of a skilled labor pool as compared to India
and China, there are a few key factors that continue to attract global SSO centers to
Malaysia, such as the quality and affordability of the infrastructure, political stability, cultur-
al adaptability of the skilled workforce and favorable government policies (for example, the
Bill of Guarantees). These have been the factors that attracted HSBC and Prudential to set
up SSO operations in Multimedia Super Corridor (MSC) of Malaysia, an ICT hub initiated in
1996 to attract leading ICT companies of the world to locate their industries in the MSC,
undertake research and develop new products and technologies. Most FSI respondents
commented that the support rendered by  the Multimedia Development Corporation
(MDC) - the MSC's management authority - to provide information and advice have helped
to expedite permit and license approvals and facilitate introductions between companies
and potential local partners and financiers.

Finance Vertical No.4 Location - Ireland 

Ireland provides political stability, which is the underlying factor behind the success of key
hubs like Dublin and Belfast. These hubs tend to be the location of choice for high end SSO
activities which require relatively more capital investment and technology transfer. Invest
with Northern Ireland was formed in April 2002 by the Northern Ireland Government to
help companies to relocate to Ireland in the business process outsourcing activity. One of
the FSIs, ABN AMRO International Financial Services Company hopes to double the size of
its treasury outsourcing business in Dublin in the next four years. Similarly, according to
another FSI managing director, David Guest, Citibank e-Business has joined the bandwagon
by launching a Dublin-based, web-enabled treasury outsourcing solution - Citibank Agency
Treasury Services.

Finance Vertical No.5 Location - Singapore 

Political stability and extensive communication infrastructures that connect the whole
nation to international destinations have made Singapore an attractive location for SSO.
The affordability of network connectivity, due to Singapore's recent free trade agreements
with the United States and several other major economies, has further boosted its attrac-
tiveness. Apart from stability and good communication infrastructure, the wage levels in
Singapore for high-end financial jobs are relatively lower compared to the western counter-
parts. FSI respondents with presence in Singapore consider the 'value for money' proposi-
tion is what makes them an attractive SSO hub.
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3.2 Case Study 2 - Energy: Global SSO Growth Vertical

Over the last few months, the energy questions are back on the front pages of our news-
papers as the oil price reached over $60 per barrel (and seems likely to remain at high lev-
els in the near future). Finding and producing oil and gas in the most efficient, reliable and
affordable way possible is the core mission of the upstream oil and gas industry. The chal-
lenge is to fulfill this mission in an intensely volatile market environment - one marked by
unpredictable price fluctuations, costly and onerous regulations, intense competition, merg-
ers and acquisitions, and ongoing pressure to address health, safety and environmental con-
cerns.

Success in the upstream business demands large investments of capital, ingenuity and agili-
ty in exploration and production, and strategic cost containment. To meet these demands,
upstream companies in the early 1990s focused on reorganizing their operations, reengi-
neering their business processes and investing in new technology. In the late 1990s, they
moved toward consolidation. Large-scale mergers and acquisitions and joint ventures
abounded as upstream companies sought to create synergies, gain economies of scale and
increase shareholder value.

In Europe this oil price increase has pushed the gas prices up which in turn will impact the
electricity prices soon. The market is observing a tightening of supply & demand balance
and has led to an increase in wholesale electricity prices. It is in this context that the ener-
gy sector has been deregulated in July 2004, triggering new opportunities for the Gas and
Power divisions of the major Oil & Gas companies. In North America, where the deregula-
tion process is virtually stopped, the trends are different.

However, utilities on both sides of the Atlantic are focusing on improving their customer
services and reducing their costs. It is this reason why companies from the utilities and
energy sector are looking towards shared services and outsourcing (SSO). While consoli-
dation continues, oil and gas executives are exploring other strategies to improve the bot-
tom line. Finding it increasingly difficult and expensive to manage every business function,
upstream companies are handing non-core areas of their business, including finance and
accounting, over to outside service providers.
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3.2.1 Party of Choice by Type 
Within the energy sector, three main models have emerged from the practice of offshoring.
Firms are either using their own facility, forming relationships with third parties, or relying
solely on the third party outsource provider. Most energy respondents preferred fully
owned subsidiary to manage SSO, as reflected in Figure 3.4. Brief description of each type
of the SSO arrangements are provided in the following sections.

Figure 3.4: SSO Party of Choicec

Own Facility
Some energy companies prefer this arrangement because it allows greater control over
issues such as staff selection and training as well as product and service quality control.
This is the current preferred practice gathered from most energy company respondents -
46 per cent of total respondents. A good example of such is Chevron's shared service cen-
ter in the Philippines, which is a wholly owned setup. This regional HR Shared Services cen-
ter for the Africa, Asia-Pacific Region provides expert and transactional services to Chevron
businesses based in the region.

Hybrid Relationships

Some firms prefer this model because of the element of control it gives them without the
risks of running subsidiaries. Under the 10-year agreement, valued in excess of $3.5 billion,
a joint-venture company called Capgemini Energy was formed between TXU and Capgemini.
Capgemini Energy was formed in May 2004 to provide business process services and infor-
mation technology solutions to TXU, with a plan to offer similar services to other energy
companies in the future. The company aims to save TXU about $140 million annually. In
July, approximately 2,700 employees were moved from TXU to Capgemini Energy.
Employees in the new Capgemini Energy limited partnership provide information technolo-
gy, call center, billing, human resources, supply chain and accounts payable, and finance and
accounting services to TXU and other energy companies. TXU owns less than 3 per cent
of Capgemini Energy.

Third Party Provider

Williams, a natural gas producer, processor and pipeline company, has selected IBM to aid
in transforming and managing certain areas of the company's accounting, finance and human
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resources processes. As a third-party oursourcer, IBM will manage key aspects of Williams'
information technology, including enterprise-wide infrastructure and application develop-
ment. Williams preferred this approach to capitalize on the outsourcers' expertise and
superior cost efficiency in the long run. The seven and a half year agreement, valued at
approximately $320 million also transferred approximately 460 Williams' employees to IBM.
Some of the outsourced workers will be based in IBM's Tulsa center, while others will be
offered jobs elsewhere.

For long-term competitive advantages the firm should aim to use combinations that allow
it to retain control of its offshored processes whilst creating new solutions for both its
existing and potential customers. BP for example, is taking vendor partnership to the next
level by offering an advanced form of process re-engineering to other firms through its data
center. Business Transformation Outsourcing (BTO) is a merger of BPO and business
process re-engineering touted by technology and consulting companies such as IBM,
Accenture and Capgemini. The arrangement started out three years ago as a traditional
outsourcing deal with British based BP for services, with IBM operating a three-floor data
center in BP's Calgary office. That IBM data center at BP Canada has since expanded into
being one of IBM's delivery points for outsourced finance and accounting services to North
American companies.

3.2.2 Location Selection Criteria
It is the basic principle of SSO that shows that a place where things can be done in a more
cost effective and better way than their present location is always a better choice. For most
organizations, location choices depend on a set of criteria that includes high levels of liter-
acy, numeric and language proficiency within available workforces, good communication
infrastructure etc.

Frost & Sullivan' studies discovered that, of highest concern in the energy sector is the
availability of experienced workforce. Reflecting the emphasis on skill availability and low
risk to committing substantial capital outlay of the energy vertical, labor force experience
and political stability are the most important factors in SSO location selection.

Figure 3.5: Key Selection Criteria for Energy Vertical (Scale of 1-5)
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Figure 3.5 illustrates the key location selection criteria for Energy SSO, based on Business
Environment Conduciveness, Cost Efficiency and Quality of Human Capital. The elaboration
of the key selection criterion is summarized next.

Quality of Human Capital

Availability of Skilled Workforce 
Relative to other verticals, SSO in the energy vertical tends to be characterized by intensi-
ty of capital outlay and high investment on technology and this requires highly skilled work-
force to operate and manage the operations smoothly. Singapore is BASF's regional HQ and
services hub for IT, central distribution, marketing, treasury and finance. BASF selected
Singapore as their Asia-Pacific trading center because of the availability of skilled workforce
with petrochemicals experience. Leveraging on its well-established status as the regional oil
and gas refinery hub, Singapore almost rings the bell as the natural selection choice for
shared services operations.

Business Environment Conduciveness

Political Stability 
Most energy respondents emphasized greatly on political stability in their hub location
selection due to their generally high willingness to make capital investment in setting shared
services centers or high emphasis on deploying state of the art technology. The gravest
concern is the possibility of political instability that would affect the operations of their hub
operations which tends to be highly integrated. That was one of the key reasons provided
by Shell to locate one of their key shared services hub in Malaysia. The political stability
and investment friendly government policies continue to entice the Anglo-Dutch energy
giant to increase hubbing activities in Cyberjaya.

Cost Efficiency

Tax and Regulatory Cost
Several energy sector respondents were attracted to the Philippines due to the various tax
and preferential incentives for locating in special economic zones such as Subic, Clark,
Cagayan and Zamboanga. These include:

Preferential tax rate of 5 per cent of gross income earned in lieu of all 
national and local taxes
Tax and duty-free importation of capital equipments
Tax credit for import substitution
Tax credit for domestic capital equipment 

In addition to tax benefits, the relatively liberal governing structure for inflow and outflow
of technology and talent also reduce the compliance cost - similar accounting systems with
the US GAAP facilitate reporting and risk management practices in consolidation with par-
ent company reporting requirements. This is among the key reasons why Chevron located
its shared service center there.
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3.2.3 Ranking of Locations

The top SSO locations for Energy vertical are Singapore, Malaysia, Philippines, Czech
Republic and China, as illustrated in Figure 3.6.

Figure 3.6: Top 5 SSO Hubs for Energy Vertical

Note - Weighted Average Score range from 0-1 with 1 being the highest score an 0 being the lowest score

Energy Vertical No.1 Location - Singapore 

With more than 70 companies in oil and gas industry, Singapore is now recognized as one
of the world's top petroleum and petrochemicals hub. The island is host to one of the
world's top three refining centers, alongside Rotterdam and Houston. Output from the oil
and gas industry here was $2 billion in 2003. In terms of the oil trade, Singapore is the
world's third largest oil trading center, after New York and London. Singapore registered
over $104 billion in physical trade and $101 billion in derivative trade last year alone. In
addition, Singapore also holds the No. 1 position in floating, production, storage and offload-
ing conversion and jack-up rig building. The Singapore shipyards have 70 per cent market
share for floating production storage & offloading (FPSOs) conversions and 60 per cent
market share for jack-up rigs. The strong talent base and highly skilled workforce with deep
industry experience have attracted leading global companies such as Schlumberger,
Halliburton, FMC, Cooper Cameron and Baker Hughes to establish presence in Singapore.
ExxonMobil hubbed its IT, HR and back office operations in Singapore because of the avail-
ability of experienced systems engineers and business processes specialists. Singapore is
the Asia-Pacific project and support center for ExxonMobil's Global Enterprise Management
System (GEMS), an advanced information system that supports common worldwide business
processes, including procurement, production planning and quality management and cus-
tomer orders. The completeness of the vertical's ecosystem from human capital to infra-
structure completeness and entrenched supply chain system are the factors highlighted by
respondents from the energy sector in substantiating their preference for Singapore.
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Energy Vertical No.2 Location - Malaysia 

Malaysia is one of the major oil producers in South East Asia with crude oil production aver-
aged 750,000 barrel/day in 2004. Global top six energy companies, BP, ExxonMobil, Shell,
Total, Caltex and ConocoPhilips, have invested in the upstream or downstream business,
from field exploration to refinery or retail business in Malaysia. Most energy sector respon-
dents compliment Malaysia for being able to cultivate the necessary skilled workforce and
develop the necessary infrastructure to further develop its energy industry. Shell has set
up their SSO operation in Malaysia's Multimedia Super Corridor (MSC) to provide IT sup-
port for their global operations. In the midst of an ongoing effort to achieve world-class IT
status by 2008, the Shell group established Shell Information Technology International (SITI)
in Cyberjaya, Malaysia as development for high-value information technology (IT) services.
It is an IT delivery center, employing over 1,200 people and contractors. This involves
rationalizing its applications portfolio, standardizing infrastructure, transferring work to
cost-advantage countries like Malaysia and procurement leverage. Jobs that have been, and
will be, transferred to Malaysia are infrastructure-related, such as applications hosting like
server support and first level help-desk activities, including password resets and access
management. The abundant presence of oil and gas exploration service providers also
prompted BP PLC, Exxon Mobil Corp. and ChevronTexaco Corp to outsource extensively
to Malaysia for global and regional engineering and project management services from the
project concept definition stage through to construction management and commissioning.

Another upcoming endorsement of Malaysia's status as one of the most preferred SSO hub-
bing location for the energy industry would be German petrochemical giant BASF. BASF
have chosen Malaysia to centralized finance and accounting, information technology and sys-
tems, and human resources function for BASF subsidiaries and affiliates in 15 countries in
the Asia Pacific region. It is expected to be fully operational by 2007. Malaysia was chosen
due to the availability of skilled staff with business and language skills - most importantly
Chinese, Korean and Japanese - and its stable and competitive economic environment.

Energy Vertical No.3 Location - The Philippines 

The Philippines' strongest market niche is in the IT-enabled services or call centers, which
energy respondents consider it to have attained market leadership. There has been an
increasing trend towards the establishment of regional facilities or shared-service centers
by many multinational companies such as Chevron among others. Chevron's newly estab-
lished Regional HR Shared Services center for the Africa and  Asia-Pacific Region provides
expert and transactional services to Chevron businesses based in the regions.

The literacy rate in the Philippines is almost 94 per cent. The country has the third largest
English speaking population in the world. Every year, about 350,000 university graduates, a
good number of them being engineers, accountants, marketing professional and IT special-
ists, join the workforce. In addition, the Philippines have put up special economic zones for
information technology projects, which are also known as IT Parks. These IT Parks offer
cutting edge facilities and infrastructures for IT locators aside from the added government
incentives. To date, there are approximately 20,000 seats operating in the Philippines' IT
Parks.

The Philippines enacted on the following policies to propel the country towards its goal of
becoming the e-services hub of the Asia:
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E-Commerce Act of 2000: sets the legal infrastructure for online 
transaction.
Investment Priorities Plan: incentives and investment areas specific for IT 
services were identified.
The Intellectual Property Code of the Philippines: enhances the protection
of IPRs, privacy and data security.
The Special Economic Zone Act: establishes the legal framework for IT 
Parks and incentives for companies locating at ecozones.

Energy Vertical No.4 Location -Czech Republic 

As member of the European Union, Czech Republic carries a stable political, economical and
legal image. Its highly educated professionals with excellent language skills, along with lower
wage levels (average salary in shared service centers in Czech Republic is less than one-
third the salary for comparable positions in Ireland) and excellent telecommunications
infrastructures help to attract foreign investments in knowledge-based services that include
software development, high-tech repair, research and development, customer contact cen-
ters, and also shared services.

Czech Republic has 23 universities with 111 faculties where currently more than 200,000
students are enrolled, out of which almost 40,000 are finance and economics students and
25,000 are IT students. Language proficiency has become a general skill of the Czech pop-
ulation. Almost 70 per cent of the Czech population is able to speak a foreign language.
English and German are most widespread, while other European languages, including Eastern
European languages, are also spoken fluently.

CzechInvest acts on behalf of the Ministry of Industry and Trade to promote the benefits of
the Czech Republic internationally. It has sharpened its focus on shared service centers by
helping them to set up in the Czech Republic. In addition, CzechInvest enhances the coun-
try's inherent strengths through the provision of an investment incentives package.
According to some energy respondents, training grants and grants covering salary costs can
substantially reduce initial costs and shorten payback periods for shared service centers
established in the Czech Republic.

Energy Vertical No.5 Location -China 

China's oil and gas industry has undergone tremendous changes over the last decade, due
to strong demand on energy from its booming economies.The three largest oil and gas firms
in China are Sinopec, CNPC, and CNOOC - all of which have successfully carried out ini-
tial public offerings (IPOs) of stocks between 2000 and 2002, have attracted the investment
from the three global super-majors - ExxonMobil, BP, and Shell are planning to enter the
retail market in China via partnerships with the local firms. In the past few years, offshore
oil exploration interest has attracted companies such as ConocoPhillips and
ChevronTexaco. ConocoPhillips is planning a $1.8 billion investment to develop its holdings
in the Bohai Sea, over a period of several years, eventually raising production at Peng Lai to
140,000 barrel/day. In October 2002, ChevronTexaco also concluded an agreement with
CNOOC for the development of the Bozhong field in the Bohai Sea, which has reserves
estimated at 1.3 billion barrels, and is, expected to begin production in the third quarter of
2005. The booming industry, coupled with an abundance of skilled IT and engineering work-
forces at comparative low wage levels, has raised China's profile further among the MNCs
in energy when it comes to SSO destinations with logical proximity to their operations.
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3.3 Case Study 3 - Logistics: Asia Pacific's SSO Growth Vertical 

Today, many logistic firms operate in globally distributed environments - people and
processes are extended along broad value chains and segregated by geography, role and
function. Industry processes can span marketing and reservations; route planning and crew
scheduling; finance and accounting; maintenance and engineering; customer service; human
resources, and IT-related functions. The contrasting activities of everyone from corporate
decision makers and sales and marketing managers to operational planners are all respon-
sible for an organization's ultimate success or failure. While the interdependencies of func-
tions are extended across the whole spectrum of industry processes, operational and infor-
mational silos continue to exist.

Due to the existence of such silos, functions are often overlapped, whereas communications
are sometimes untimely and unreliable. Employees at all levels and in every sector are often
isolated and hampered by inefficient processes. While every effort has been made by the
industry to rectify such inefficiencies, the need to do so has been more urgent with the
advent of information technologies and era of globalization.
In addition, as some other regions of the world are having good enough infrastructures to
setup various operations, competitors could take advantage of lower cost structures
offered by various locations to compete effectively on price while maintaining decent prof-
it margins.

The unprecedented challenges facing the logistics companies are so critical that they have
started looking at every possible way to streamline their business and IT environments, con-
tain costs and achieve employee and infrastructural efficiencies. Currently, logistic compa-
nies are adopting either outsourcing or shared services approach for back office optimiza-
tions. They are focusing on core business competencies, while outsourcing those opera-
tions that are routine and non-critical which divert attention and funding from strategic
opportunities.

Besides outsourcing, companies of every shape and size have been, in the past decade,
cashed in on shared services-shifting common administrative activities from individual busi-
ness units to a centralized operation to reduce costs and improve service quality. A shared
services center, while improving overall efficiency, lets business units focus on what really
matters-satisfying customers and developing new products and services to sustain a com-
petitive edge. A shared services center is a simple concept, but making it work is anything
but easy. It involves consolidating and standardizing a wildly diverse collection of systems,
processes, and functions. And it requires a high degree of cooperation among business units
that generally aren't accustomed to working together-with people who don't necessarily
want to change.

3.3.1 Party of Choice by Type

Within the logistics sector, three main models have emerged from the practice of outsourc-
ing and offshoring. Firms are using either its' own facilities, forming relationships with third
parties or relying solely on the third party outsourcer.
Own Facilities

Some logistics companies prefer this arrangement because this allows greater control over

45



issues such as staff selection and training as well as product and service quality. DHL has
set up a global Information Services Centre in Cyberjaya, Malaysia to offer the development
of IS solutions for DHL's worldwide operations. This is one of the three 'nerve' centers in
the DHL global network, along with London and San Francisco.
Hybrid Relationships

Some firms prefer this model because of the element of control it gives them without the
risks of running subsidiaries. Canada Post entered into a joint-venture agreement with CGI
Group to set up Innovapost Inc in 2002 to provide IS/IT services, including eBusiness solu-
tions, to the Canada Post group of companies and to postal organizations worldwide. It is
based in Ottawa and Toronto, Canada and currently employs over 400 professionals.
Third Party Provider

Most of the logistics companies prefer this model when it comes to sourcing of their IT
support and maintenance work to another company to manage. For example, Maersk, one
of the largest shipping companies in the world, has outsourced services such as IT manage-
ment consulting and software development to IBM in a contract that spans across 5 years,
starting in 2005.
Most logistic respondents preferred Fully Owned subsidiaries to manage SSO, as reflected
in the Figure 3.7. This reflected the emphasis of control and service level assurance
demanded as they can muscle enough scale to consolidate business processes internally.

Figure 3.7: SSO Party of Choice

3.3.2 Location Selection Criteria
According to most respondents, the cost competitiveness and conduciveness factors are the
most important criteria when it comes to selecting a location for SSO hubs. Quality of
infrastructure - especially power supply and telecommunications network coverage - and
uptime are also high on the on the list of the selection criteria.
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Figure 3.8: Key Selection Criteria for Logistics Vertical (Scale of 1-5)

Note - Average Rating Score range from 1-5, with 5 being the highest and 1 being the lowest

Figure 3.8 illustrates the key location selection criteria for Finance SSO, based on Business
Environment Conduciveness, Cost Efficiency and Quality of Human Capital. The elaboration
of the key selection criterion is summarized in the next section.

Cost Efficiency
Low wage structures

This is one of the key reasons often cited by firms with SSO. Wage rates however depend
on the nature of a SSO activity. Call center, data input and transcription work usually
attract lower wages whilst the more skilled software programmers and increasingly com-
plex white-collar business processes (such as software engineering) attract higher individ-
ual remuneration. Even so, it is still cheaper to employ offshore than in western countries.
Indeed, even countries with higher than average wages like Singapore and Hong Kong still
have cheaper workforces than developed countries. China is considered by most compa-
nies to have the lowest costs. Therefore, it is not surprising that most MNCs such as UPS
and Fedex adopted a global offshoring strategy by having call centers or back office process-
ing operations outside of their home country.

Business Environment Conduciveness
Infrastructure 

Infrastructure quality has a key role in determining the location selection of an offshore
hub. A good case frequently mentioned by the Logistics respondents is Hong Kong SAR.
Their first class air and sea logistic infrastructure makes the country a natural choice as a
transportation and logistics hub. The Hong Kong International Airport is the busiest inter-
national cargo airport in the world. In 2003, total air cargo handled was a record high of
2.64 million tonnes. Each week, about 70 international airlines operate some 4,500 flights
to about 140 destinations. The marine cargo terminal in the airport, directly links with 17
ports in the Pearl River Delta, came into operation in March 2001. The logistics center on
the Airport Island has commenced operation since March 2003. This center helps attract
cargo and value-added services to go through the airport. The Express Cargo Terminal
started operation in August 2004. It is capable of handling 440 tonnes of express cargo per
day. Its ports are frequented by some 80 international shipping lines with over 400 contain-
er line services per week to over 500 destinations globally. About 330 daily river cargo
feeder services link Hong Kong with the Pearl River Delta (PRD) area. Port operators held
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various world records of vessel handling. One of the world records was 336 moves per ves-
sel hour, which was set in February 2001. The above reasons attracted DHL to set-up its
Central Asia Hub - a dedicated and purpose-built air express cargo facility - at the Hong
Kong International Airport. A centerpiece of DHL's infrastructure in the region, the $100
million facility is the largest of its kind in the region.

3.3.3 Ranking of Locations

The top SSO locations for Logistics vertical are China, Philippines, Singapore, Malaysia and
India, as illustrated in Figure 3.6

Figure 3.6: Top 5 SSO Hubs for Logistics Vertical

Note - Weighted Average Score range from 0-1 with 1 being the highest score and 0 being the lowest score.

Logistics Vertical No. 1 Location - China 

China's rapid embrace of market-driven capitalism along with its large reserve of cheap
labor make it strategically attractive as a SSO location in the medium to long term. Apart
from its large potential labor force, China's markets are opening up to foreigners and it is
slowly embracing capitalist ideals, which makes it a good SSO destination. Complemented
by leading and upcoming logistics hubs like Hong Kong and Shanghai, China is pulling SSO
interest from both East and West - e.g. Fedex and UPS. The highly skilled engineering pool
of talent which is available in ample supply and low cost, relatively low infrastructure with
increasing quality have positioned China favorably among the logistics respondents.

Logistics Vertical No. 2 Location - The Philippines

Abundant skilled workforce, foreign investment friendly policies, coupled with closer cultur-
al affinity for the US due to historical links, have attracted a host of US MNCs in the trans-
portation vertical to set up SSO operations in the Philippines. These are among the rea-
sons why logistics respondents like UPS Asia have a consolidated Service Center in the
Philippines to employ about a hundred Philippines nationals to do the consolidated finance
and accounting services as well as accounts payable management and the check and cash
management functions for its affiliate companies in the Asia-Pacific Region.
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Logistics Vertical No. 3 Location - Singapore 

Strategically located at the heart of South East Asia, Singapore's reliable physical and IT
infrastructure and excellent connectivity have transformed itself into a compelling global
logistics hub. There are more than 3,000 international and local logistics companies from
various industries with operations in Singapore to take advantage of the above benefits.
While Singapore's wage structure is higher than regional countries, it is still low compared
to U.S. and western European standard. In addition, the emphasis on logistics/SCM training
and education provides the industry with a dynamic talent pool to meet the challenges of
the SSO needs. Logistics respondents like UPS Logistics Group located its distribution and
order fulfillment center in Singapore in 2002 to capitalize on Singapore's efficient supply
chain ecosystem.

Logistics Vertical No. 4 Location - Malaysia 

While often overshadowed by Singapore in the ranking of global logistics hub, Malaysia has
in recent years embarked on a few initiatives to attempt to wrestle some logistics business
away from its neighbor, through the establishment of Port of Tanjung Pelepas (PTP) and the
upgrade of its existing port facilities. The shift of transshipment business of Maersk (the
world's largest container line) and Evergreen from Singapore to PTP are among the success-
ful cases. Besides favorable government policies, the quality and affordability of the infra-
structure and political stability have also attracted logistics companies to consider Malaysia
as one of their SSO hubs.

Logistics Vertical No. 5 Location - India 

Although India cannot boast of world-class infrastructures required by the logistics indus-
try, it has been able to leverage on its abundance of skilled IT and engineering workforce
available at low cost to entice MNCs, especially among the European and North American
companies in outsourcing IT processes to India. Since 2003, DHL Worldwide Express has
outsourced 90 per cent of the application development and maintenance work to Infosys in
Bangalore, India. According to some logistics respondents, with the increasing adoption of
IT technologies (such as RFID and other supply chain management applications), the poten-
tial for IT outsourcing to India by logistics companies would be bright.

49



4.0 Conclusion

In short, Frost & Sullivan has categorized the hubs by operational efficiency and operational
effectiveness into four types:

One-Stop-Shop - provides a variety of SSO functions to various verticals 
who want everything at low price. No country is in this quadrant although
India, China and Czech Republic are gravitating closer towards that 
quadrant.

Boutique - provides branding and expertise to a selected number of verti
cals who do not mind paying a slight premium on the business cost.
Singapore and Ireland are in this category. New Zealand and Canada are 
also tar geting to be in this category.

Hypermart - provides economy of scale to various verticals at bulk pricing,
where cost is more important than variety. This is also the category where
SSO hubs are facing the most intensive competition. India is in this 
category. Meanwhile, many countries such as Mexico and Eastern Europe 
countries tend to compete on price.

Convenience Store - provides convenience (limited functions) to various 
verticals who value the convenience (incentive and location) of doing 
business. The Philippines, Malaysia and Czech Republic are in this category
which is best positioned to offer vertical centers of excellence for SSO.
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ii. Appendix 

Scope of the Study

The selection criteria of the companies included the following parameters:
Companies from the Global Fortune 500 companies
Employ more than 1000 employees
Revenues exceeding  $1 billion
Based out of OECD nations
Vertical coverage

Finance - Includes financial service institutes such as banks and wealth man
agement companies.

Energy - Includes energy solutions providers and power generation solution
providers.

Transportation - Includes automotive, ship, plane and parts manufacturers.

Logistics - Includes logistic solutions providers (ground, sea, air).

Technology - Includes solutions, services and equipment providers for 
information technologies and communications.

Manufacturing - Includes manufacturers of Consumer Goods and products
for commercial use.

Healthcare - Includes pharmaceutical solutions and equipment providers 
and healthcare insurance providers.

However, examples from non-' Global Fortune 500' companies are used occasionally when
illustrating certain trends.

Methodology

Frost & Sullivan's Shared Services and Outsourcing (SSO) Hub Potential Analysis measured
the preferences and considerations for setting up SSO operations within Global Fortune
500 companies. It was designed to reflect the key criteria used by the selected companies.
A 3-stage approach has been undertaken:

Stage 1: Selection of the top 300 companies based on the selection criteria as 
mentioned in the scope of the study

Stage 2: Secondary and Primary Research to obtain the required information
Stage 3: Analysis on the results gathered from Stage 2.

STAGE 1: Company Selection 
More than 300 companies have been selected based on the predetermined selection crite-
ria to form the basis of analysis among Global Fortune 500. The combined revenue of the
374 companies was US$11.2 trillion (in 2004) which amounted to 76 per cent of total rev-
enue of Global Fortune 500 companies.

STAGE 2: Secondary and Primary Research 
Extensive secondary and selective primary research has been conducted to comprehensive-
ly profile the selected companies.The sources included company annual reports, SEC filings,
Frost & Sullivan's in-house data and library, industry publications, company web sites &
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product-service brochures and governmental agencies. Primary research for Finance,
Energy and Logistics has been completed while work for other verticals is still in progress.

STAGE 3: Analysis 
The SSO Hub Potential Analysis has examined the three separate factors covering issues
and considerations, business drivers and concerns for SSO operations and key selection cri-
teria for SSO hubs. The methodology used to construct the ranking for top SSO hubs for
Finance, Energy and Logistics drew on the response from Global Fortune 500 participants
who have allocated scores for each hub based on the categories listed in Figure 4. The
weights of each category have been derived on the basis of interviews and survey data.

Figure 4: Weighting of the SSO Hub Selection Criteria (Scale of 1-5, where 5 is
highest possible weighting)
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