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We've been here before. In almost every industry, clients are in the
middle of a paradigm shift in terms of how they approach make-buy
decisions—but it is not the first such shift, and it is unlikely to be the
last. In this report, we will look at the changes currently taking place
in how clients think about what their business does and their relation
to their suppliers, and what that means for professional services firms.
And we will put those changes into their proper historical context.

The term “make-buy” is sometimes used specifically in relation to
outsourcing decisions, or just to refer to cases where organisations
have to decide between buying an off-the-shelf technology solution
or developing one in-house. Here, we will be using an expansive
definition of make-buy that encompasses both of those scenarios—
and any situation in which a client is having to decide whether or not
third party suppliers (be they technology vendors, BPO providers,
consulting firms, or other types of service providers) would help
them to achieve a given objective. Using the term in this way allows
us to look at a much broader range of client perspectives. But it
also reflects the reality that clients are increasingly being put into
situations where they have to choose not just between different
products or different service providers, but between accomplishing
a task with a technology product plus some internal resources, or a
technology product plus the resources of a service provider, or just
giving the whole thing to a third party.

Indeed, the term is a bit of a misnomer in that sense. “Make-buy”
implies a binary distinction between two choices. But in reality, it is
rare that a client will have only those two choices available to them.
It would be more accurate to talk about a spectrum of options that
bridge the gap between making and buying a product or service:
Clients can make and they can buy, but they can also rent, or they can
buy and then customise, or they can buy multiple products and stitch
them into a single solution, or any number of other permutations.
Later in the report, we will dive more deeply into some of the nuances
hiding beneath the surface of the simple “make-buy” label. But for
now, we will treat the term as shorthand for that whole continuum of
options.

Make-buy decisions were the subject of much debate back in the

90s and early 2000s. Back then, an increasingly globalised economy
combined with the constant pressures of cost reduction caused many
large organisations to outsource a wide range of key functions, often
to low-wage economies like India and later to Mexico, Vietnam, and
the Philippines, among others. By doing so, companies could cut
costs through labour arbitrage, and could streamline their in-house
operations to focus on what they saw as their core competencies.

3 © Source Information Services Ltd 2019

REPORT EXTRACT: non-exclusively licensed for internal use only

G

SOURCE

GLOBAL RESEARCH



Now, those same organisations are having to rethink what they're
willing to outsource. The price differential between a worker in New
Delhi and one in New York is no longer nearly as large as it once was.
And there are a whole host of new technologies on the market that
did not exist during the previous waves of outsourcing that change
the cost-benefit calculus of make-buy decisions. Most notably, many
of the high-volume and low-complexity processes that were often
outsourced in the past can now be automated. At the same time,

the pace of supplier innovation has never been greater, and clients
need to create partner relationships that will enable them to rapidly
respond to market trends and to new technology, lest they fall behind
the innovation curve.

In response to these challenges, clients have rapidly shifted their
thinking about make-buy decisions. No longer do they talk in terms of
isolated contractual relationships; instead, their focus is on creating

a holistic ecosystem of suppliers and partners that can, collectively,
give them access to the technology and to the human capital that they
need to be able to continue to grow their businesses. The ecosystem
mindset is something that we have touched on before in several of our
reports, but here we will explore in detail what it means for clients,

their vendors, and their consulting partners.

Figure 0.1

A historical view of make-buy thinking

Make-buy trends Opportunities for
consultants

Outsourcing revolution St pariTers s e
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labour arbitrage to create cost about the boundaries
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lower complexity activities non-core activities
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A 4

Tactical opportunities to
help clients find the right
Today Shift towards multi- partners and build
stakeholder model to access effective ecosystems
technology solutions and
human capital from wide
variety of third parties,
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particularly the most
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“Ecosystem revolution”

Opportunities to become
providers of managed
---------- > .
services and be a part of
client ecosystems
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However, if there is one key takeaway to be found, it is that the
ecosystem revolution will create opportunities for consulting firms—
but they will not be the same as the opportunities created by the
prior revolution in outsourcing (as illustrated by Fig. 0.1). When
clients had to decide what functions to hand over wholesale to third
parties, they turned to consultants to help them design their target
operating models and to develop coherent strategies to govern their
use of BPO providers.

But now, clients are asking their consultants different types

of questions. The value of strategic advice is limited when new
technology reshapes the supplier landscape on a regular basis;
instead, clients want to work with consultants who can help them
tackle the lower level challenges of finding the right ecosystem

partners and structuring their supplier relationships in the right way.

The other key difference that will define the ecosystem revolution

is that consulting firms will not only be competing to advise an
organisation on its long-term supplier relationships. Increasingly,
they will be competing to become those suppliers. While there were
examples of firms in the past—IBM and Accenture, for example—
that competed with BPO providers, those were cases where a single
organisation housed both a consulting firm and an outsourcing arm.
In the future, it will be the consultants themselves who are going
head to head with other categories of suppliers. The rise of the
managed services model will mean that the boundaries between BPO
companies, consulting firms, and other types of suppliers will become
increasingly hazy.

In the first section of this report, we will provide a top-down view

of how clients are changing the way that they think about their
organisation—and we will explore some of the technology trends
behind those changes. Then we will look at the practical effects

those changes have had on the way that clients set up their supplier
relationships. In the third section, we will examine how the needs

of clients—what they want from their suppliers and what sort of
suppliers they want to work with—are evolving in response to the
ecosystem way of thinking. And then finally, we will assess all of these
changes through the lens of what they mean for consulting firms.

The ecosystem revolution is not some far-fetched possibility or an
empty buzzword thrown around by consultants. It has already had

a profound impact on the types of products and services clients are
buying and who they want to buy them from. In response, consulting
firms have started to adapt they way they position their services—but
there is still more that can be done to ensure that consultants have an
important role to play in the client ecosystems of tomorrow.
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The bulk of this data comes from two studies conducted in July and
August 2019. For the first study, we surveyed 101 US-based senior
executives. This study was intended to give us an understanding of
how clients of consulting firms think about conceptual issues related
to make-buy decisions and how they use third party support in making
those decisions. All of those clients worked in organisations with
1,000 or more employees, and all of them held head of department

or more senior positions. None of them worked for consulting

firms at the time of being surveyed, but 8% had prior experience as
consultants.

To help us understand how organisations run their procurement
processes and how they structure their contractual relationships,
we conducted a second study of procurement specialists. All 51
respondents worked for US-based organisations with 1,000 or more

employees and held senior manager or more senior positions.

We have also drawn on data from our global data model, a bottom-up

model of the professional services industry covering 84 countries, 29
industries, and six major service lines and containing about 9.7 million
data points, and our annual global Client Perception Study, the latest

version of which had 9,567 responses. Unless otherwise specified, all

data mentioned in this report refers specifically to the US market.

To provide a qualitative perspective on this topic, we conducted
interviews with a range of professionals with relevant expertise. As
well as speaking to partners at the Big Four and other large consulting
firms, we also interviewed a number of leaders at smaller firms who
have been leading the way in developing new resourcing models and
new ways to respond to changing client demands. We also spoke to
academics who have published research on the topic of make-buy
decisions.

A selection of the interviews conducted for this report can be read in
full on our —your online source for reports
and data on the big trends shaping the future of the professional
services industry. If you are a subscriber to this programme and do
not currently have access, please contact your account manager.
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Figure 0.2

Sectors represented in our survey of buyers of consulting services

® Financial services

Technology, media &
telecoms

® Public sector
Manufacturing

8% © Services
Retail

® Healthcare
0,
3% Energy & resources
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3%
® Other

Figure 0.3
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Figure 0.4

® CXO/board level
management

Direct report into CXO/
board level management

® VP/Assistant VP

Seniority of respondents in
our survey of procurement
specialists

Head of department

® Senior manager
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Further reading

This report has explored a broad range of topics related to the question of how
organisations today approach make-buy decisions. In researching this report, we
interviewed a number of industry leaders. On our Emerging Trends platform, you can

find the full transcripts of a selection of these interviews.

Access to this platform is included as part of your subscription to the Emerging Trends
programme. If you do not already have access, please speak to your account manager.
Through this platform, you will have access to a wide range of content relating to the
themes of each Emerging Trend report as they are published—including interviews with
experts, video features, and interactive data visualisations.

Complete Interviews

Each of these full-length interviews tackles a specific topic covered in this report,

presenting the persepctive of an industry professional with relevant expertise.

~ Ecosystems in ~ UK Public Sector ~ Preparing for the ~ The Future of
Financial Services Make-Buy Decisions Future of Work Managed Services
with Deborah O’Neill with Mark Brett with Kate Duchene with Paul Clark

~ The Evolution of — Consulting and the
Outsourcing and Gig Economy with
Shared Services Richard Longstreet
with Bill Gilet

Data visualisations

The Emerging Trend platform also contains
interactive data visualisations, allowing you to
explore in more detail some of the underlying
data that this report is based on. This data can be

filtered to show what different groups of clients

think about key issues.
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Our custom work

We provide advice and custom research
services to the world’s most successful
professional services firms, helping
them to identify, and develop strategic
responses to, their most pressing
opportunities and challenges.

Among other things, our work includes:

- Deep market and competitor analysis
- Acquisition strategy

- Proposition strategy and development
- Brand and client sentiment analysis

- Thought leadership strategy, development, and review

For more information about any of these, please visit our website

or get in touch.
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underpinned by our core values of intelligence, integrity,

efficiency, and transparency.
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