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Abstract

Are Mixed Model Operations an opportunity for contact centres to access skills,
capabilities and lower costs in harsh times? Or an overly complex solution which risks
damaging service and brand?

The challenges faced by organisations with large-scale contact centre operations have
recently become more acute and complex and the balance between cost containment
and customer needs has never been more difficult to achieve. Web 2.0 (consumer to
consume) behaviours will reduce the amount of contact and make the remaining quality
of interactions even more vital to customer retention. More radical thinking is required to
achieve this balance. The Contact Centre has to have Board level support and
organisations have to think more like their customers. Alternative Sourcing Models and
new technology (often hosted) will need to be embraced to keep pace.

Even the largest companies will benefit from partnering with external providers as
technology becomes the key driver of value and savings. Outsourcing, Shared Services
and Homeshoring pose less risk and offer real value and will continue to grow but
companies must get smarter about how to exploit them to their full potential. Sourcing
strategies need to be better thought through and become more sophisticated if these
alternative models are to be fully exploited.

This paper provides an informed and independent view on the evolution and value of
Outsourcing and the Mixed Sourcing Model in contact centre operations, particularly in
light of the current, urgent need to reduce costs and the rapidly changing consumer
demands. It further highlights many of the current Contact Centre trends and issues,
both strategic and operational, and focuses on the use of Alternative Service Delivery
Models (ASDM’s) such as outsourcing and home-shoring in meeting these challenges.

© EightyTwenty Insight 2009 August 2009



o
eightytwenty)
I NS I GHT
Sourcing: Advise. Coach. Empower. Deliver.

Introduction

As shown in Figure 1 below, the challenges faced by organisations with large-scale
contact centre operations have recently become more acute and complex. Measures
aimed at managing traditional issues such as high staff turnover, spiraling infrastructure
and recruitment costs now have to be considered in the light of unprecedented changes
in customer demands, service expectations and the rapid rise of consumerism. The
balance between cost containment and customer needs has never been more difficult to
achieve. New technology (SMS, remote control, IVR innovations, VOCA, VOIP) and
increasing take-up of self service and internet have reduced some of the cost pressures
but these are becoming outweighed by the continual investment required to keep pace
with technological advances, changes in consumer behaviour and the consequential
increasing complexity.
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Figure - 1 Call Centre Challenges *

Perhaps the biggest single change will continue to be Web 2.0 behaviour. Consumers
will look to other consumers and ‘crowd-sourcing’? for advice and support and the
evolution of social networks is giving rise to a wave of consumer collaborations;
instead of getting support from a service provider, consumers will go directly to other
consumers. This will reduce the amount of contact and make the remaining quality of
interactions even more vital to customer retention.
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It is no longer enough to focus on reducing operational
costs — we are already at the point where radical new
thinking and ways of working are required:

“...the days of
customers
accepting slow

) responses from
The contact centre must be considered as a contact centres

strategic part of the armory and have Board level has gone.
sponsorship.
It is estimated that

Organisations must think more like the customer
and acknowledge that the rapid advance of Web
2.0 behaviours and consumerism will result in more
confusion, racing to catch up with the market and

a successful self
service transaction
amounts to only 15
per cent of the cost
of a human agent

less control. Cost pressures will be outweighed by call”.
reduced contact opportunities and the need to
provide customer value. Agents must have the
ability to both cross-sell and to resolve issues that
may have emerged via a different channel yet
benchmarking research has shown that <40% of
contact centres are able to provide a single
customer view to their agents.®

Sourcing strategies will need to be far more
sophisticated and forward looking.

Third party relationships will become more flexible, including fewer long term tie-
ins that are better designed for purpose.

Technology will be increasingly exploited for competitive advantage and will
ultimately replace arbitrage as the primary cost reduction tool and technology-
enabled transformation / information will be a key revenue driver.
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Driving forces behind the trends in Contact Centre service
provision

The points, shown in Figure 2, above are intrinsically linked and
are the change drivers behind the trends but historically were
rarely considered together. Alternative Service Delivery Models
(ASDM'’s), such as outsourcing, have traditionally been
deployed, individually, as crude levers to solve tactical issues
such as cost, cap-ex avoidance and technology refreshment.
The challenges outlined above are driving more radical
approaches and we are now seeing that the smarter
organisations are already employing a variety of strategies and
mixed delivery models for front, middle and back office and
these strategies themselves vary according to industry and the
nature of the transaction. However, this is not a straightforward
exercise. Given that the choice of providers, technologies, commercial constructs and
even geographies has exploded, binary decisions are no longer sufficient to deliver
optimal results. Two alternative service delivery models — outsourcing and homeshoring
— are explored in more detail below.
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Outsourcing

There are well-documented advantages and disadvantages to The future market
each of the ASDM'’s whether alone or in combination and, in is a scalable
our view, they are not exploited to their full potential. In CRM, fiexible

L environment, with
Outsourcing is probably the best understood and arguably the all the ‘guts’ of the

least well exploited. This is principally caused by the lack of call centre hosted
connection between the business objectives and the in the world of
execution and the lack of a coherent sourcing strategy in the cloud computing.

Buy as you need,
as you use and
buy on load....this
reduces risk and

first instance. It is also partly due to the confusion resulting
from the vast array of choice referred to above.

Outsourcing has grown dramatically since the early 1980's. renders operating
This success appears not to be diminished by economic coes gent_linely
recession or boom. The generic advantages are equally ;’S‘;'lﬁst:i'ce: B
appllt?abl_e t.o.contact centres although the market take-up TS 6l
here is significantly lower than for IT and Finance TCO reductions of

outsourcing, the main advantages are: 25%”

1. Cost certainty and reduction.  Savings in excess of
25% are undoubtedly achievable and there are many
case studies supporting this although figures vary by
industry and complexity. Simple transactions such as

back office customer support typically yield the highest savings whilst the more
complex issue resolution and sales services can deliver similar or greater value
but not through savings alone. Competition among outsource providers has led
to convergence of pricing but this, in turn, has led in some cases to a reduction in
guality and commoditisation of service.

2. Scalability and Flexibility of Service and Cost . In an uncertain economy,
flexible staffing models which will allow costs to ramp up/down as the market
changes are very attractive.

3. Productivity improvements.  The providers who specialise in CRM services
have access to technologies, cross-industry best practices and processes that
most organisations cannot afford to research and develop in-house.
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4. Reduced deployment time for new markets, territories and service offerings.
The reduced ‘time-to-value’ is often one of the most compelling reasons for
outsourcing.

The rationale for outsourcing can be compelling and alluring and this frequently leads to
this option being chosen as the ‘answer’ before the question has been fully developed.
In our experience the vast majority of sourcing strategies are conducted as a series of
binary decisions such as: ‘Will we save money?’ and ‘Can we improve services this
way?’

We believe that these tactical considerations alone are too narrow for such an important
step. Rushed sourcing strategies lead to fundamentally flawed outcomes where the
business case is largely built on short term or tactical considerations and, as a result,
the arrangement fails as a strategic lever.”

Making Outsourcing Work

When considering outsourcing any part of the CRM process, thinking and planning time
committed early in the sourcing process is time well spent, reducing risk, cost and time-
to-value and maximizing the initiative's chances of success. It is during this design and
planning phase that risk and value are created so it is crucial to invest sufficient time
and effort here. At this time the initiative has not become resource heavy and is
therefore low on cost and distraction to the business. The provider community will
welcome the certainty that goes with a clear vision on scope and delivery as pursuit
dollars are scarce and frequently wasted by buyers feeling their way through the
process and ‘'designing on the hoof'.

Without the strategic context and a complete set of desired outcomes, the criteria for
provider selection become tactical and all too often the wrong provider and commercial
approach are chosen. When this is coupled with the myths and misconceptions
surrounding the practice and the plethora and diversity of providers, commercial options
and contractual constructs it is no wonder that the buyer community is confused and
less successful than they anticipated.

%Il o, [ 1 IS 2 * 1.0
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It is sub-optimal to outsource, for example, if the service providers’ offerings are not
broad or flexible enough to cope with changing future demands. Answers to the
following questions can help define the sourcing strategy:

o Can the providers better respond to the increasing demand for quality,
transaction complexity and reduced cost?

o What can the third-party provide to your businesses and customers that you
cannot deliver alone? (this may simply be certainty and sustainability of cost and
service, although in this context it is more likely to be flexibility and advanced
technology and process)

o Which providers are best placed to provide solutions that can adapt to your
customer needs and facilitate personalisation of services, single customer view,
high value analytics?

o Where will the providers’ savings derive from?

Steps to Consider when Outsourcing

1. The first step is to understand the outcomes you are seeking  and assess which
of the various sourcing options will be most suited to delivering these. This involves
an honest appraisal of both your in-house transformational capability and how good
you are as a client.

2. Next, decide what sort of arrangement you are looking for ranging from arms-
length, directive, governed by contract to a close, collaborative style which is
governed more by relationship and alignment of objectives. To a large extent this is
determined by the criticality, complexity and transformational requirement of the
outsourced service. It is also influenced by how well this approach fits with your
organisation’s culture and the provider’s themselves (some respond better to the
collaborative approach than others). The more directive approach is really only
appropriate for low value, low risk, routine work. (Note, beware the term
‘Partnership’. This is over-used and can be used as a shield for the provider when
things go wrong. Any form of joint venture, partnership or gain-share arrangement
requires a close working relationship, alignment of objectives and a sophisticated,
rigorous approach to Governance).

3. Having established scope and style you will need to choose your provider(s) and
commercial construct ; a pre-requisite for this is a clear set of selection criteria .
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A significant change we have seen over the past five years, which is particularly
relevant for CRM outsourcing, is in the nature and weighting of selection criteria.
Historically, capability (track-record) and price have been the most highly weighted
criteria. These factors are now pre-requisites with prices converging for most
transactions and with many highly competent providers to choose from. The
emerging criteria for the higher value CRM services are: flexibility in service and
pricing (allowing for future change without penalty), innovation, commitment to R&D
investment, access to cross-industry best practice and aligned objectives and
values.

Once the selection criteria have been defined you can
start market testing and informal competitive

dialogue including delivery models, key terms and
commercial parameters such as length of arrangement

....the real winners
in the next few

years will be those
who are embracing

and pricing. The long list of potential providers will be
reduced by applying the criteria. In our view, informal
dialogue has far greater value than issuing a Request
for Information. Even at this early stage you will be able

technological
innovation.

Way beyond IVR
and self service lie
the smarter

technologies of
channel
optimisation and
analytics to move
beyond mere client
retention.

to gauge how well the providers match up against some
of the ‘softer’ criteria, their level of commitment and
enthusiasm and therefore how well you will be able to
work with them.

"Legislating for Success"©  ® The primary focus in the
long run-up to contract is to legislate for failure and
concentrate on terms and conditions which may be
necessary for corporate compliance but provide little
value towards ensuring the success of the
arrangement. This focus is invariably at the expense of
the factors that really matter such as service management, good governance
practices, relationship building, innovation, key performance indicators and
performance measurement, change management and retained organisation design.
These are the critical success factors in any outsourced service’. Commercial terms
and how they are used are also evolving, albeit slowly. Many of the leading law

3)
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firms® are advocating greater use of the contract as an ‘operations manual’ to be
used on a daily basis to guide the relationship and arrangement rather than as a
nuclear weapon to be used only in the event of catastrophic service and relationship
failure.

6. Challenge the providers to deliver innovation and t ransformation . The leading
providers can deliver innovations in process and technology that most organisations
could not even get close to. However, in most outsourced arrangements, this is not
happening. This is due to a misalignment of performance measures and incentives
and not asking the question. Ensure that the SLA and governance procedures detail
what you expect from the provider in terms of innovation and continuous-
improvement and what the incentives are; they will not be delivered automatically.

7. Invest in planning and executing Governance . Obtaining optimal future (mixed-
model) solutions and alternative service delivery models is often hampered by fears
surrounding governance and service management (SM). The widely-held view is
that a single provider approach will be easier to manage. This might be the case but
the resulting compromise in service quality and value could easily outweigh any
governance benefit. Remember what you are measuring the provider performance
against. They are not measured on your reputation or brand value but externally on
service levels and externally /internally on cost and will behave accordingly.

Homeshoring

To many, Homeshoring conjures up false images of
hassled mums distracted by a toddler with pans
boiling over and a dog barking in the background.
The reality is very different. Since the trend began in
the early 90’s, Homeshoring has grown rapidly and
there will be well over 300,000 employees working
with Virtual Contact Centres (VCC's) by 2010°.

Despite around 7.5 percent of the UK’s workforce
working from home at least one day a week, very few
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‘traditional’ contact centre advisors are afforded this option. However, according to a
report from Exony*°, a homeshored strategy could save the UK contact centre industry
up to £5 per hour which equates to approximately

£6,000 per agent per year*. “Homeshoring is a very
different and more

complex proposition. It

Home-shoring, whilst still predominantly confined to the requires a skilled
o .. . workforce with
US, has demonstrated that it is definitely a viable disciplined shift patterns
alternative model for the future and has a number of integrated into the
. operation of a virtual
advantages when deployed as part of VCC operations T N

these are: access to real time voice

and data to allow
specialists to answer
customer calls based on

1. Flexibility : Allowing for seasonal, campaign, skills based routing.”

market and incident induced peaks and troughs in
volumes; this is particularly relevant right now.

2. Customer satisfaction and revenue
enhancement : The profile for homeshoring agents

is generally more experienced, more highly educated, older and more reliable. This
has led to an increase in customer satisfaction and higher levels of sales and
conversions. There has also been a marked increase in first-call issue resolution. A
contributory factor to these benefits is that the agents share the same language
and culture as their customers (see Table 1).

Average Age 38-41
Work experience 15 years
College education 80%+

Table 1: Typical home agent profile

12

3. Cost reduction: Exony™® estimate that fee based savings as high as 30% are
achievable. The avoidance of commuting time and cost allows employers to reduce
hourly rates to agents without reducing their ‘net’ income and to pay them for hours
worked rather than hours on-site resulting in higher productivity. The reduced cost,
coupled with increasing labour rates in popular off-shore economies has narrowed

" 5,462 < %9 " < !
%!/ / / /. -0/< 1; 1 1 =>
? &9 % 1
5,462 < %9 " <
;5,462 < %9 " <

© EightyTwenty Insight 2009 August 2009



the arbitrage benefit from off-shoring considerably. Given that up to 70% of call-
centre costs are people related there is an obvious and immediate impact on the
balance sheet when homeshoring is adopted. When these costs are coupled with
improved rostering and reduced agent churn and training needs the total cost
savings as a percentage of employee costs can be as high as 40%. Additionally
the churn rate is lower on average so the overhead of recruitment and training is
reduced (see Table 2).

Annual ¢ ost savings Cumulative annual cost savings

as % of employee costs as % of employee costs

Hard’ Cost Savings
Office space

Office utilities, equipment, etc.
Total

Additional ‘Observed’ Cost
Savings (Based on US

Operational Experience)
Agent churn reduction

Training time reduction

Ramp-up time improvements

Total

Additional Cost Benefits from

Flexible Rostering
Rostering to the half-hour
increment

Table 2: lllustrative Cost savings from homeshoring i

4. Green benefits: Reduced commuting and energy costs leads to a lower carbon
footprint. It is estimated that the four million contact centre agents currently working
in UK, US and Canada produce more than six million tonnes of CO2 each year.

5. Recruitment and CSR: Homeshoring demonstrates that employers are adopting
non-discriminatory policies and there is a high percentage from social groups who
would normally be excluded such as disabled, people who care for sick relatives,

#5462 < %9 " <
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mature / semi-retired, single parents and those from areas of high unemployment.
Another positive aspect is that employees drawn from these groups have been
shown to be harder working, more motivated and customer-orientated.
Theoretically it should therefore be easier to recruit home-workers as many of
those normally excluded are keen to return to work and it is not necessary to draw
from areas close to the contact centre. It also facilitates access to technical medical
and legal expertise which would not otherwise be instantly available.

6. Technology: Recent advances in VOIP and greater Broadband speeds have
allowed Agents to handle calls and gain high speed access to enterprise
applications simultaneously. It is also now possible for the VCC to closely match
agents to calls and there is a wide range of inexpensive performance monitoring
and security packages available.

7. Security : Although technologies exist for the overall security of home-based
working. Virtual Private Networks (VPNS), encryption, anti-virus and firewalls, there
is still a negative perception around how rigorous and secure these can actually be.

Logistically and technologically homeshoring still has some way to go and it is still
difficult to set-up especially for customer single view. The two main disadvantages of
homeshoring are:

1. Recruitment: Despite being able to draw from a larger social and geographical
catchment, the ramp up speed and availability outside the US is still difficult
(especially in Europe) because of the variable pay, self-employment, and
employment law issues (such as IR35). The take up rate outside the US is
relatively slow although some of the large operators (e.g. Arise) are aggressively
setting up in the UK.

2. Brand risk: Again, largely a perception, this derives from the fact that this is still
a nascent service model in Europe and industries such as banking may hang
back until the model has been more widely used and the concept proven. (Note:
There are many blogs and social web-sites where disgruntled employees or
recent recruits complain about the penny-pinching attitudes of the Homeshoring
providers, lower rates and set up costs borne by the agent, and the lack of
employee benefits and cursory nature of the training they have received. These
serve to perpetuate the perception of amateurism.)
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At EightyTwenty Insight we believe that Homeshoring will continue to grow worldwide
and become a significant part of the VCC world. It will be used to cover multiple time
zones, direct marketing and other campaigns that require peak resources. It will also be
increasingly used where access to specialist skills is required. However, it will need to
have buy-in at all levels in the organisation. CEO’s will need to overcome risk and brand
concerns and operations management will need to be confident in the security and
remote performance management abilities.

We believe that the few remaining logistical and technological issues will be quickly
overcome through experience and innovation. The negative perceptions of this model
will erode with familiarity and recruitment will be facilitated by the increasing awareness
of the concept among the candidate pool and the use of the web to attract and
advertise. Operational concerns will also be mitigated as remote supervision,
performance and coaching has now become sophisticated in the hosted environment.

Conclusion

Alternative service delivery models for contact centres (such as Outsourcing and
Homeshoring) will continue to grow because they offer organisations the potential to
reduce risk and generate real value. However, companies must get smarter about how to
exploit them to their full potential. Sourcing strategies need to be better thought through
and become more sophisticated if these alternative models are to be fully exploited.
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About EightyTwenty Insight

EightyTwenty Insight is a sourcing advisory company, formed in 2007 to provide
strategic and pragmatic advice in a changing sourcing market. It builds clients’ business
value through scoping, designing, contracting and helping deliver tailored sourcing
solutions. It provides both public and private sector advice across all process areas
including human resources, information technology, finance & accounting and
procurement.

With EightyTwenty Insight, organisations are able to navigate their way through market

diversity, a crowded set of providers and the complex delivery models available to them.
EightyTwenty Insight prides itself on its expert staff, the experience-rich methodology it
uses, our ability to think about tomorrow’s needs as well as today’s and the empowering
way in which it transfers knowledge and skills to its clients.

Contact Detalls

For any questions in relation to this paper, please contact:

Mr Nick Andrews
EightyTwenty Insight Ltd
New Broad Street House
New Broad Street
London EC2M 1NH

Tel: +44 (0)845 680 0201
Mobile: +44 (0)78 9906 7917
Email: info@8020i.co.uk

Web: www.8020i.co.uk
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