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Preface

Today’s business environment, often described as “two 
speed” or “the new new normal,” presents sizable chal-
lenges for companies. To win, companies must possess a 
number of core capabilities. One of the most critical is op-
timized IT. Adaptive, simplified IT can help the business 
achieve major improvements in efficiency. It can also en-

able innovation in the digital arena and drive business transformation.     

The current issue of IT Advantage sheds light on how companies can 
push their IT to this level. It begins with thoughts on how to reduce 
complexity in the IT environment. Real IT simplification can deliver 
benefits that go well beyond cost reduction. But sustainable simplifica-
tion demands knowledge of where to focus and a holistic approach. 

Next is an interview with Patrick Eltridge, CIO of Australian telecom-
munications giant, Telstra. Mr. Eltridge discusses his transformation of 
the company’s IT function, his emphasis on cloud and agile technolo-
gies, and the challenges he sees ahead for the industry, especially its IT. 
We continue the industry theme with a look at how IT is creating value 
at European telcos. The article reveals that IT departments are focused 
not just on reducing spending but also on ensuring that what they do 
spend is spent wisely and has maximum impact on the business. 

Next we look at online marketplaces in the consumer goods and retail 
space. This article examines the pros and cons of such marketplaces 
from the vantage point of both retailers and suppliers. We follow that 
with an article on how businesses can derive maximum value from  
IT outsourcing. IT outsourcing has been popular for some time, but 
companies still struggle to realize its full value. We discuss the root 
causes of the problems they encounter and how they can get their  
efforts back on track.

The issue concludes with a discussion of a critical challenge for many 
companies—the management of consumers’ personal information. The 
article outlines the steps businesses can take to ensure that they both 
capture the opportunities and manage the risks. This topic is one that 
BCG has focused on extensively, including work done in partnership 
with the World Economic Forum.

I hope you enjoy these articles. Please send any comments to  
ITAdvantage@bcg.com. 

Ralf Dreischmeier 
Global Leader, Information Technology Practice 
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A complex IT environment is often 
regarded as part and parcel of complex-

ity in a company’s business operations. Yet 
while some IT complexity is indeed inevi-
table and can, in fact, be a major driver of 
business value—by contributing to the 
creation of a more differentiated offering, 
for example—much complexity is ultimately 
unnecessary and can translate into higher 

costs and reduced agility and flexibility. (See 
Exhibit 1.)

Reducing  IT complexity that does not add 
value is difficult, however, as complexity typi-
cally builds gradually and stems from multi-
ple causes. Mergers and acquisitions, weak IT 
governance with decentralized decisionmak-
ing, and a lack of understanding by the busi-
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Exhibit 1 | Complexity That Does Not Create Business Value Should Be 
Reduced or Eliminated
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ness of the costs of complexity are three com-
mon drivers. Another is the historical 
penchant of IT organizations to say yes to the 
business’s requests without necessarily step-
ping back and taking a critical view of the 
longer-term, companywide ramifications of 
those myriad individual decisions.

But unnecessary complexity can be greatly 
reduced, if not eliminated, with the right ap-
proach. And the impact on IT costs and per-
formance can be significant. Indeed, we esti-
mate that an effective simplification effort 
can reduce application and infrastructure 
costs by up to 50 percent and total IT costs by 
as much as 30 percent. It can also give the IT 
organization far greater flexibility and agility 
and can improve its overall ability to support 
the company’s business objectives. 

levers for Reining In Complexity
Successfully tackling unnecessary IT com-
plexity demands a multipronged approach 
that covers both business-driven IT complex-
ity and complexity that the IT function can 
address unilaterally. The six drivers dis-
cussed below can serve as the basis for such 
an approach and can be pursued simultane-

ously, sequentially, or in isolation. (See Ex-
hibit 2.)

Intelligent Demand Management. Although 
IT unit costs continue to trend downward in 
general, most companies’ overall IT spending 
is rising because of rapidly increasing de-
mand from the business in terms of both 
volume and service level. Much of this 
increase stems from ignorance on the busi-
ness side: due to a lack of transparency into 
IT costs, the business may request a degree of 
IT support for a given product or service that 
is disproportionate to the business value 
created by that product or service. By provid-
ing a comprehensive look at IT costs and 
identifying and prioritizing cost drivers and 
cost reduction levers, the IT organization can 
help the business better understand its use of 
IT resources and identify ways to reduce 
them in a manner that does not compromise 
business value. 

To provide such transparency, the IT organi-
zation will need to answer such questions as 
the following:

What is the actual IT cost generated by  •
each business unit compared with the cost 

Provide the transparency necessary for the 
business to make informed decisions about 
its demand for IT services  

Optimize the number of applications 
through consolidation, replacement, and 
decommissioning using a top-down, bottom-up
approach 

Reduce the number of patterns in the IT 
infrastructure, thereby minimizing the variety 
of technologies, processes, and skills necessary 
for application delivery   

Trim management layers and optimize spans 
of control; ensure an appropriately sized and 
skilled IT staff   

Establish a comprehensive framework to 
optimize business-IT governance; simplify 
processes through use of lean and agile 
methodologies  

Adopt a shared-services model to service 
delivery; develop a unified, companywide 
sourcing model  

• Improved interactions between the business and IT
• Reductions in business demand for IT of 10%–15%
• Potential related IT cost savings of 4%–8%

Intelligent
demand

management

• Decommissioning of up to 40% of applications
• Greater speed and adaptability to changing business
   requirements
• Potential reduction in total IT costs of 15%–20%

Scenario-based
application

rationalization

Infrastructure
technology-pattern

reduction

A simplified IT
organization and

an enabled IT
workforce

Effective
governance and

simplified
processes

A shared-services
model and
optimized
sourcing

• Potential to reduce the number of patterns by half,
   with a resulting savings of 5%–15% of total IT costs
• Greater ability to leverage economies of scale

• Lower costs, faster decisionmaking, and greater
   transparency
• A workforce optimized for current and future
   challenges
• A potential reduction in IT management staff of
   20%–30%

• Better alignment between the business and IT
• Significant streamlining of processes
• Shorten development times by up to 60% and free up 
   as much as 40% of capacity in the affected processes

• Optimized use of internal resources and greater
   ability to capture scale and factor cost advantages
• Greater negotiating power with vendors

Source: BCG analysis.

Exhibit 2 | Reining In Excessive Complexity Demands a Multipronged Approach 
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currently allocated? (Answering this 
question requires knowledge of the cost 
per application for maintenance, support, 
and development, as well as an under-
standing of how applications are being 
used by different business units.) 

Is the cost per unit for key IT services in  •
line with market benchmarks (for example, 
the cost of outsourcing those services)?

What is the current business volume for  •
each IT service, and are there opportuni-
ties to reduce that volume for key services 
without lowering the business value 
generated (for example, by omitting 
unnecessary e-mails sent to clients and 
thereby lowering mainframe transaction 
volumes)?

Are there opportunities to achieve savings  •
by reducing IT service levels (for example, 
by limiting IT support for mobile devices 
in favor of support for desktop or note-
book PCs)?

Armed with this information, the business 
can make informed judgments about its con-
sumption of IT services—in terms of volume 
and service level—relative to business out-
comes. A global financial-services institution, 
for example, found that it could realize siz-
able savings by scaling back its data-recovery 
capabilities: the business only needed to en-
sure recovery within 24 hours, but its existing 
system had been designed to provide recov-
ery in a fraction of that time. Another compa-
ny determined that the 24-7 “gold standard” 
IT support it provided employees was exces-
sive, and that a “silver plus” level of service—
six days a week for 18 hours a day—would be 
adequate. Similarly, a business might con-
clude that not all of its customers merit 
“white glove” service quality. For example, 
another global financial-services institution 
determined that the e-mails it sent its custom-
ers to confirm transactions could be consider-
ably simplified—by removing home address-
es from the messages, for example—without 
reducing customer satisfaction. 

Efforts to optimize business demand for IT sup-
port can translate into solid bottom-line bene-
fits. Our experience indicates that demand can 

be reduced by up to 15 percent, with a related 
IT cost savings of nearly 10 percent, with no 
loss of business value. 

Scenario-Based Application Rationalization. A 
company’s application landscape is shaped by 
several factors. These include business-driven 
requirements (the need to support a new 
business channel or a more flexible product 
design, for instance), operations-driven require-
ments (such as the automation of business 
processes), technical requirements (including 
the demands of legacy systems), regulation-
based requirements (such as those driven by 
Basel II regulations in the banking sector), and 
corporate-strategy considerations (for example, 
the effects of restructurings and M&A activity). 

In many companies, this confluence of de-
mands, combined with weak architecture gov-
ernance and the absence of a clearly defined 
target outcome, has led to a cluttered, ineffi-
cient application landscape. Fortunately, a 
range of levers is available to address the 
problem; these include the bottom-up consoli-
dation of functionally redundant applications 
and the replacement of selected applications 
with better or less complex ones. For many 
companies, the scope for application rational-
ization is vast. Indeed, for long-established en-
terprises, a decommissioning of up to 40 per-
cent of applications and a reduction of 15 to 
20 percent of total IT costs are often possible.

Application rationalization, it should be 
stressed, is not just about reducing run-the-
company IT costs. Simplifying the application 
landscape can also improve change-the- 
company IT-cost efficiency and translate into 
a faster, more agile IT function—one better 
able to support business innovation and new-
product development (for example, by reduc-
ing the number of interfaces and dependen-
cies). A European bank concluded that more 
than 50 percent of its 500-plus applications 
were strong candidates for decommissioning 
and that nearly a third could be decommis-
sioned immediately. (See Exhibit 3.)

There are three prerequisites for successful 
application rationalization:

A clear commitment from the company’s  •
leaders 
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Proper funding, since the business case for  •
rationalization efforts per se is not always 
attractive (one way to ensure sufficient 
funding is to introduce a “simplification 
tax” that every IT project “pays” to 
support rationalization) 

Disciplined tracking of application  •
decommissioning—for example, through a 
simplification “cockpit” that monitors 
progress and facilitates communication of 
results to senior executives

Infrastructure Technology-Pattern Reduction. 
Just as the number of applications can swell 
over time, so can the number of technology 
patterns—that is, configurations of hardware, 
system software, and middleware elements—
in the IT infrastructure. This can drive up IT 
complexity and operating costs. It can also 
prevent the company from realizing available 
economies of scale. 

For most companies, the scope for technology 
pattern reduction is large. Many can safely re-
duce the number of patterns by half, with a 
potential resulting savings of up to 15 percent 
of total IT costs. A global manufacturing and 
sales company is a case in point. The compa-
ny’s strategy of growth through acquisition 
had pushed the number of applications it 

hosted to more than 9,000—and the number 
of technology patterns to more than 1,700. 
Each pattern had to be maintained; each pat-
tern also reduced the company’s ability to le-
verage scale, as well as the speed with which 
it could provision and host new applications. 

Seeking to radically streamline the environ-
ment, the company examined its technology 
patterns in search of commonalities and op-
portunities for standardization. It ultimately 
determined that just seven standard technol-
ogy patterns would be sufficient to cover ap-
proximately 80 percent of its application 
needs. By enforcing this degree of standard-
ization for the applications it hosted internal-
ly, and by increasing its use of virtualization 
and pushing for ever-greater standardization 
among its suppliers, the company aimed to 
realize substantial savings in IT infrastructure 
costs—roughly 40 percent over a three-year 
period. 

A European insurance group offers another 
example. Over time, the company’s server 
landscape (driven by the common “one appli-
cation, one server” approach) had grown 
quite complex and, as a result, inefficient, 
with an average 90 percent of installed server 
resources unused and 85 percent unused dur-
ing peak times. By consolidating the server 

44% 6% 

6% 

19% 

25% 

Original application
landscape 

 

100% 

End-user
computing

tools 

–56% 

Candidates for
immediate
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decommissioning

Targeted
applications

Source: BCG analysis.

Exhibit 3 | More Than Half of a Bank’s Applications Were Candidates for  
Decommissioning
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infrastructure into 20 standard patterns, the 
company created the precondition for a sub-
sequent virtualization that allowed it to elim-
inate 83 percent of its server hardware and 
reduce its total server costs by 22 percent.

A Simplified IT Organization and an Enabled 
IT Workforce. Over time, a company’s growth 
in size, business breadth, and regional pres-
ence can create four distinct types of prob-
lems for the IT organization. The first is 
excessive layering of the management 
structure. This can lead to cumbersome 
decisionmaking and reporting processes, 
making the IT organization slow, lacking in 
transparency, and difficult to steer. The 
second is spans of control that are designed 
around individuals rather than the nature of 
the work. This can translate into microman-
agement or, alternatively, insufficient focus 
on detail and training, both of which can take 
a toll on productivity. It can also result in 
overly small spans of control, driving up 
management costs.

The third type of problem is an organization 
structure that is not based on clear design 
principles (one that separates govern, plan, 
build, and run processes, for example). This 
can result in redundancies and, at the other 
extreme, in scarce resources becoming “bur-
ied” in the organization. It can also lead to a 
blurring of roles and a resulting loss of focus 
by employees. The final type of problem is 
the absence of dedicated career paths for 
project managers and experts. This can re-
sult in suboptimal promotions (for example, 
technical experts being pulled away from 
their areas of expertise into general-manage-
ment positions) and skills imbalances and 
shortages. 

These four kinds of problems can lead to an 
inflexible and inefficient IT organization, 
one that is unable to adequately support the 
business in creating value. Fortunately, the 
potential for remedying such problems by 
simplifying the IT organization’s structure is 
significant. In our experience, it can allow 
many companies to shed between 20 and  
30 percent of their IT-management staff 
while simultaneously driving down costs and 
boosting the IT organization’s agility and 
flexibility. 

The IT division of the European bank dis-
cussed above, for example, was struggling to 
meet the business’s requirements. A survey-
based analysis of its roles and activities re-
vealed that several functions, including appli-
cation development and maintenance, were 
spread across multiple departments within 
IT—and within those departments, owner-
ship and execution of these functions were 
dispersed. The resulting fragmentation, bot-
tlenecks, and unnecessary management over-
head were greatly impairing the IT organiza-
tion’s productivity. A series of levers—such as 
resizing units, optimizing spans of control, 
and reassigning work groups and functions to 
other departments in order to bundle compe-
tencies and maximize transparency—allowed 
the IT organization to significantly increase 
its performance while reducing headcount by 
roughly 20 percent. 

In parallel with simplifying the IT organiza-
tion’s structure, companies should determine 
whether their IT workforce is adequately 
skilled and sized to meet current and future 
challenges—and what measures are needed 
to ensure ongoing preparedness. Another 
large financial-services company engaged in 
such an exercise in preparation for the multi-
year rollout of a new IT-architecture and 
sourcing model. The company developed a 
detailed view of its needs by job function, fol-
lowed by an analysis of potential declines in 
staffing resulting from retirement and other 
factors. The comparison made it clear that 
the company faced some critical skills short-
ages, such as infrastructure specialists and 
software-testing experts, as well as redundan-
cies in roles related to soon-to-be decommis-
sioned systems. Armed with this knowledge, 
it developed plans for eliminating the major-
ity of identified shortages through the train-
ing and qualification (and sometimes the 
requalification) of existing staff, complement-
ed by focused recruiting. The company was 
also able to address the oversupply situation 
without resorting to layoffs. 

Effective Governance and Simplified Proc- 
esses. In many companies, business-IT 
governance is not managed cohesively or 
from a holistic, firmwide perspective. Instead, 
decisions are made in siloed fashion within 
individual business functions or units, with 
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little thought given to how those decisions 
might affect other parts of the company or 
the company as a whole.1

A key to optimized business-IT governance 
and related processes is the establishment of 
a comprehensive governance framework. A 
single, overarching framework, one that has 
transparent guiding principles and is fully 
aligned with business governance, will not 
just increase understanding and alignment 
between the business and IT. It is also the 
prerequisite for linking business- and IT-plan-
ning processes in order to ensure that the 
company’s limited funds for technology in-
vestments are prioritized across the company 
for maximum business benefit. 

Strict governance is essential 
to optimized IT-architecture 
management.

The experience of a major European utility is 
a case in point. The IT organization had been 
challenged to reduce IT spending. Yet, for the 
more than 1,000 projects in the project port-
folio, there was neither a common, enter-
prisewide perspective on priorities shared by 
the business and IT nor a systematic process 
for identifying projects that overlapped differ-
ent business units. To remedy these problems, 
the IT organization developed a common fact 
base that allowed it to identify pending proj-
ects that could be deprioritized, reduced in 
scope, or eliminated with no loss of business 
value. Key elements of this effort were the de-
velopment of an understanding of each proj-
ect vis-à-vis the business’s planning and prior-
ities and the integration of all projects into an 
enterprisewide project-portfolio planning and 
prioritization process with a single common 
interface across business units. 

Strict governance is essential to optimizing 
both portfolio planning and prioritization and 
demand and supply management. But it is 
also critical to optimized IT-architecture man-
agement. Many companies lack a clearly de-
fined target IT architecture or, if there is one, 
a means of enforcing adherence to the target. 

This can lead to a buildup of complexity in ap-
plications and infrastructure, which strict gov-
ernance processes can help prevent. The Euro-
pean bank discussed above, in an effort to 
make its application-rationalization effort sus-
tainable, moved to formally strengthen its IT-
architecture governance and related capabili-
ties by creating a dedicated architecture unit 
and four new roles (IT enterprise architect, IT 
application and information architect, IT inte-
gration architect, and IT technology architect). 
These employees were tasked with defining 
binding standards, principles, methodologies, 
blueprints, and enterprise architectures. They 
were also empowered to vote in key planning 
sessions of the bank’s IT expert advisory 
board and were thereby involved early on in 
the development of new-product and change 
processes. As a result, the bank was able to 
keep preventable complexity permanently out 
of its IT architecture.

In addition to instituting effective business-
IT governance and related processes, compa-
nies need simplified processes in order to 
keep IT agile, flexible, and efficient. Lean 
tools and approaches, provided they are 
both properly deployed (with an end-to-end 
perspective and an eye toward continuous 
improvement) and accompanied by support-
ive changes in mindsets and behaviors, can 
help engineer a fundamental transformation 
in the targeted processes. The results can be 
significant, with permanent improvements 
in productivity, quality, and speed of execu-
tion coupled with reductions in waste, cost, 
and operational risk. 

An automotive company used lean principles 
to address problems with its IT-application 
development. Inefficiency and waste in the 
process were rampant, with idle time and re-
work often representing more than half of to-
tal cycle time. Through the use of lean princi-
ples, the company was able to identify 
specific weaknesses and, critically, solu-
tions—for example, the subdivision of large 
projects, alerts on projects facing difficulties, 
a strengthening of the project manager role, 
and better management of resources to avoid 
bottlenecks. These measures stand to cut the 
company’s development time by more than 
40 percent and deliver a savings of roughly 
€30 million. 
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Agile methodologies, too, can be a highly po-
tent means of simplifying and improving pro-
cesses. A large provider of energy-metering 
services that had recently adopted a new 
business model determined that it needed to 
overhaul its application-development process. 
The use of agile methodologies allowed the 
company to customize its software in small 
steps over time as the business came to terms 
with its new direction and the corresponding 
IT requirements became clearer. Because of 
this flexibility, the organization succeeded in 
achieving the maximum return on business 
value for the time and resources invested.

lean and agile  
methodologies are powerful 
IT-simplification tools.

Lean and agile methodologies are powerful 
IT-simplification tools. Indeed, we believe 
that they can significantly streamline core IT 
processes, shorten development times by up 
to 60 percent, and free up as much as 40 per-
cent of capacity in the affected processes.

To thoroughly understand the current state of 
their business-IT governance and process ca-
pabilities—and to identify the steps necessary 
to improve those capabilities and the potential 
benefits of doing so—companies should con-
sider performing a holistic assessment, using a 
tool such as the BCG Innovation Value Insti-
tute’s IT Capability Maturity Framework.2

A Shared-Services Model and Optimized 
Sourcing. In many companies, the IT function 
is decentralized. This can have a variety of 
causes, including past decisions to maintain a 
dedicated IT presence for each individual 
business line or to keep the IT organization 
of an acquired company completely or 
partially separate. But decentralization can 
lead to redundancies and inefficiencies, both 
in the internal delivery of IT services and in 
the company’s ability to efficiently source 
external goods and services. 

To remedy this, many companies are estab-
lishing shared-services centers, which allow 

them to optimally utilize internal resources 
and capture scale and factor cost advantages. 
A global insurance company, for example, 
whose operations were significantly siloed by 
location and business unit, made highly effec-
tive use of a shared-services model in an ef-
fort to improve its cost structure. The compa-
ny already had in place a small shared- 
services center heading into the campaign, 
but it was not functioning effectively: there 
was mistrust between the center and the 
business units regarding service levels and 
pricing transparency, with the business units 
ultimately opting out of many shared services 
and choosing instead to recreate the func-
tions locally. 

In response, the company designed an enter-
prisewide shared-services strategy for IT and 
other corporate functions and set as its goal a 
reduction in operating costs of 10 percent in 
the first wave of improvements and up to  
30 percent in future waves. The setup and rig-
orous execution of this program enabled a 
step-change reduction in IT complexity that 
otherwise would not have been possible, with 
the company achieving greater standardiza-
tion, consolidation, scale advantages, factor 
cost optimization, and productivity in the ar-
eas of IT infrastructure, end-user computing, 
enterprise applications, and IT organization. 
The effort also delivered many second-order 
benefits, including shorter delivery times, 
faster decisionmaking, and reduced risk—all 
of which helped drive acceptance of the 
shared-services model and make implementa-
tion a success.

The approach taken by a European financial-
services institution illustrates the potential 
for a smooth transition to a shared-services 
model. In the first wave of measures, the 
company centralized the operations and IT of 
its subsidiaries at the national level. In the 
second wave, it introduced common gover-
nance and steering for those national units 
and harmonized its activity portfolio. Finally, 
the bank merged its national units and began 
to systematically leverage selective outsourc-
ing opportunities—achieving an enterprise- 
wide shared-services center.

Whether as a separate effort or as part of the 
process of establishing a shared-services cen-
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ter, most companies can reap significant value 
from a unified, companywide sourcing model. 
The pooling of demand and the resulting in-
crease in negotiating power can result in ma-
terial savings. Such a model can also be used 
to simplify interfaces with suppliers, either by 
moving one supplier into a prime-contractor 
role or by forcing different vendors to work 
together. 

A joint KPI-based incentive and penalty sys-
tem can be an effective way to encourage co-
operation among vendors. A leading bank in 
the Netherlands that relies heavily on IT out-
sourcing (with the majority of its spending 
distributed across six vendors) frequently 
faced cross-supplier issues in its outsourcing 
agreements. Problems would arise that strad-
dled supplier functions, but the bank’s ven-
dors had their own respective performance 
metrics and incentives, and saw little reason 
to work together toward a solution. To re-
solve this issue and create the necessary 
alignment among suppliers, the bank defined 
a limited set of shared KPIs, to which a sig-
nificant share of vendors’ variable compensa-
tion was linked.3 After some initial resistance, 
the suppliers came to enthusiastically sup-
port the model and the win-win partnership 
it forged.

Ensuring a Successful Start and 
Sustainable Progress 
There are four must-haves in the design and 
implementation of a successful and sustain-
able IT-simplification effort. 

The first is a blueprint describing the target 
end state and a roadmap for getting there. 
The blueprint should include the drivers the 
company plans to deploy (depending on its 
starting position and priorities, the company 
might benefit by starting with a subset of 
drivers—for example, intelligent demand 
management, scenario-based application ra-
tionalization, and a simplified IT organization 
and an enabled IT workforce). The roadmap 
defines the actual steps necessary to achieve 
the end state, taking into account technologi-
cal interdependencies (for example, between 
the retirement of some applications and the 
simplification of technology patterns) and the 
business’s priorities.

The second requirement is a program man-
agement office that helps drive progress and 
track results. We recommend the establish-
ment of a simplification “cockpit” that uses a 
few KPIs to measure the current level of IT 
complexity and makes progress visible to de-
cisionmakers on both the IT and business 
sides. Results should also be communicated 
regularly to the company’s executive board to 
enable assessment of progress against plans.

The third must-have is the embedding of sim-
plification principles into the company’s gov-
ernance structure to prevent the buildup of 
new complexity. This demands the strong in-
volvement of IT and operations and the en-
forcement of rigorous enterprise-architecture-
management principles. 

The final requirement for successful simplifi-
cation is buy-in from senior business manage-
ment (the CEO and CFO) and senior IT man-
agement (the COO and CIO).

IT simplification is a challenging but re-
warding exercise. Done properly, it can help 

companies increase their agility, flexibility, 
and efficiency—all essential prerequisites for 
winning in these uncertain times.

Notes
1. See “Between Anarchy and Dictatorship: A Frame-
work for Information Technology Decisions,” BCG 
article, September 2011, for details on how a major 
European bank attempted to strike an optimal balance 
between centralized and decentralized decisionmaking. 
2. See “Managing IT for Business Value: The New Gold 
Standard,” BCG article, September 2010.
3. See “Shared KPIs in Multivendor IT Outsourcing: 
Turning ‘I’ to ‘We’,” BCG article, February 2011.

Michael Grebe is a partner and managing direc-
tor in the Munich office of The Boston Consult-
ing Group. You may contact him by e-mail at 
grebe.michael@bcg.com.

Enno Danke is a principal in the firm’s Munich 
office. You may contact him by e-mail at  
danke.enno@bcg.com.
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FOCUS: Q&A

Telecom-IT  
TRanSfoRmaTIon  
DoWn UnDER
pATRICk elTRIdGe, CIo oF TelSTRA,  
TAlkS To BCG’S mIChAel hITz

Can you briefly describe the man-
date and size of Telstra’s IT organi-
zation?

Telstra’s IT organization provides 
technology support and solutions 
companywide. We are focused on a 
number of areas, including the build, 
expansion, and integration of com-
munications networks and systems; 
the provision and support of IT infra-
structure, architecture, and applica-
tions; and IT business integration for 
all Telstra lines of business. We have 
a physical presence in all major cities 
across Australia and more than 2,500 
employees, contract labor, and pro-
fessional-services personnel working 
to service the needs of the organiza-
tion. We also have another roughly 
5,000 people working for our partner 
organizations.

You recently launched a fairly sub-
stantial transformation of the com-
pany’s IT. What were your objec-
tives?

When I started with Telstra, it was 
clear that, to meet the company’s 
strategic ambitions, the IT function 
would have to strengthen its capabili-
ties on multiple fronts—broadly 
themed: people, change, and the fu-

ture. To facilitate a deeper engage-
ment with the business, we moved 
from a systems- or functionally orga-
nized structure into a business-
aligned one. We changed the way we 
deliver—previously, we were too ex-
pensive and were taking too long—
and sought in particular to strength-
en our agile capabilities. We 
reformed many of our financial and 
program-governance practices. Set-
ting a course for the future, we start-
ed to build deeper technical practices 
to better support the business and 
began to bring intellectual property 
and capability back in-house. Most 
importantly, from a people perspec-

tive, we focused more deeply on our 
culture, our leadership values, and 
the empowerment of our teams. 

The reorganization introduced a 
new operating model and a new 
way of working with the business 
units. What challenges did that 
pose?

We had to design a model that re-
flected the interests of our business 
sponsors to the greatest extent possi-
ble. We built natural connection 
points into the model to encourage 
interdependence and collaboration 
among the IT teams and businesses. 

Patrick joined Telstra as chief information officer and 
executive director of IT in 2010. He has responsibility for 
the end-to-end design and delivery of IT infrastructure 
and applications as well as for Telstra’s data centers and 
managed information services. His previous experience 
includes employment at Standard Chartered Bank from 
2008 to 2010, with responsibility for strategy, architec-
ture, and design, first for consumer banking and then as 
group chief architect; four years as the CIO for business and consumer banking 
at Westpac; and four years as CIO at Seek. He also spent time as a consultant 
with The Boston Consulting Group and held various positions with HSBC and 
National Australia Bank.

pATRICk elTRIdGe
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Finding the right IT leadership for 
those teams was critical. The leaders 
needed to be commercially savvy, 
very strategically minded, able to 
communicate with both the business 
and their teams, and able to provide 
direction through visionary leader-
ship. We also needed to build new ar-
chitecture practices, focusing on busi-
ness solutions and capability 
roadmaps. Finally, we needed to en-
sure that the leaders of the IT teams 
had a seat on the business’s execu-
tive teams.  

Talk a little bit about performance 
measurement. What metrics do 
you use to gauge how well IT sup-
ports the business? And what sort 
of progress have you seen?

We started with the usual traditional 
measures of operational stability, reli-
ability, and alignment of capacity 
with demand. From there we moved 
rapidly to measuring business stake-
holder satisfaction with our end-to-
end services. Our metrics confirmed 
that our ability to support the busi-
ness has improved dramatically year 
on year. We’re now moving toward 
developing a measure of value deliv-
ery, both cycle time and overall value 
delivered in a period, to raise the bar 
even higher. In the process, we’re 
building what we call a twenty-first-
century project-management office, 
or PMO, based on lean principles. 
This effort is very much a work in 
progress but appears to be already 
pushing quite a few boundaries. And 
the feedback from the business has 
been overwhelmingly positive.   

You’ve placed considerable empha-
sis on agile methodologies. Why 
agile?  

First and foremost, agile has proven 
to improve the quality of what we de-
liver. It reduces risk; it also reduces 
waste in the cycle, meaning we get 
more bang for the buck from our cap-
ital programs. We either deliver more 

for less or we spend less, depending 
on what’s required. We’re also find-
ing that, through agile, the business 
sponsors are far more engaged and 
involved in the delivery process and 
have a much higher sense of owner-
ship. So when challenges inevitably 
arise, the resolution is achieved via a 
joint collaborative effort, rather than 
blame and finger-pointing. 

How do you see the role of IT in-
frastructure in telcos changing 
over the next few years? What do 
you think is most critical for IT or-
ganizations, including your own, to 
get right?

Telcos’ legacy architectures have en-
couraged the duplication of applica-
tion and infrastructure stacks by telco 
product. Over time, this has translat-
ed into a very complex infrastructure 
environment. The challenge now, as 
we move to IP-based application de-
livery over a common control plane, 
is to aggressively pursue standardiza-
tion and automation and shift toward 
a services orientation across our en-
tire infrastructure. This would have 
been very difficult to pursue previ-
ously. What stands to be even more 
important for Telstra specifically, go-
ing forward, is our increasing empha-
sis on cloud and other services in our 
go-to-market strategy, and capabili-
ties accompanied by a culture that 
can adapt quickly to change and in 
some instances be a change maker. 

Is your use of cloud different from 
that of other telcos? 

I doubt it’s strategically different. But 
we may differ in how fast we’re mov-
ing down the path and in how we are 
consuming those same services inter-
nally, which serves as a deliberate 
proof point to the market. Telstra 
now has a full range of commercial 
cloud capabilities that we’ve targeted 
at medium businesses and the enter-
prise and government segments. 
We’re building those capabilities into 

our hybrid infrastructure, doing 
workload analysis, and putting differ-
ent platforms into different types of 
infrastructure. A great example of 
this is our plan to move all of our 
new SAP capability into our commer-
cial SAP-certified hosting environ-
ment. Telstra will be the largest an-
chor tenant of its own public offering.  

What role does IT play in Telstra’s 
new-product innovation, and is 
that role changing?

The IT organization plays an active 
role. In addition to leveraging cloud 
and other external sources to en-
hance our commercial capabilities, 
we’re also partnering with our prod-
ucts and marketing group to iterative-
ly develop new go-to-market prod-
ucts. For example, we have tens of 
thousands of seats of virtual desktop 
infrastructure internally—but we 
have no go-to-market VDI capability 
yet. We are working with the product 
group to converge our internal VDI 
with their VDI product roadmap and 
end up with a single solution that we 
can consume internally and also take 
to market. 

What do you consider the indus-
try’s greatest challenges going for-
ward, and how is Telstra position-
ing itself to address those?

I think the biggest challenge for tel-
cos around the world is the big struc-
tural shift away from fixed-line reve-
nues and voice over copper, in 
particular. We’re also seeing a struc-
tural decline in our print and yellow-
page revenues. Telstra is responding 
to these challenges with a growth 
strategy focused on managed-services 
businesses, including media, and on 
the expansion of those businesses 
into Asia. Within that context, the 
challenge for Telstra’s IT is to be-
come a source of competitive advan-
tage by developing the nimbleness, 
responsiveness, and collaborative ori-
entation that allow the business to 
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develop new capabilities and respond 
very rapidly in the market. 

The other, perennial challenge for tel-
co IT, including our own, is the pur-
suit of simplification, especially in ar-
chitecture and infrastructure. This 
pursuit is definitely enabled by the 
macro shift to IP-based products and 
services over the common infrastruc-
ture. But for telcos to succeed, it 
needs to be pursued as a mandatory, 
strategic component rather than a 
discretionary or op-ex-driven nicety. 

What impact has Australia’s Na-
tional Broadband Network initia-
tive had on Telstra?

The NBN rollout of fiber forces every 
home and business residence in Aus-
tralia to choose a telecommunica-
tions service provider. This has placed 
even greater urgency on our shift to-
ward greater customer advocacy. It 

hasn’t changed our strategy, but it 
has accelerated it. 

Circling back to the transforma-
tion, what are your next steps?

At times, it feels like the transforma-
tion is just starting. While we have a 
lot of wins on the board and a lot of 
satisfied stakeholders, there’s so 
much more to do, especially in terms 
of maturing our agile capabilities and 
developing a deeper partnership with 
our business stakeholders. We also 
want to involve increasing numbers 
of our people in the journey to devel-
op their capabilities as well as their 
boldness and appetite for risk. So this 
will keep us busy for a few years to 
come. Beyond that, we will continue 
to work to develop a truly enter-
prisewide view as we expand our off-
shore presence and will strive to be a 
key driver of innovation to support 
the company’s growth businesses. 

A final question: what do you en-
joy most about your role as CIO of 
Telstra?

First and foremost, I enjoy driving 
and supporting a successful business. 
And Telstra is enjoying terrific 
growth and success in the market-
place. Another big motivator for me 
is helping people achieve their maxi-
mum potential and even surprise 
themselves with what they can do, 
given the opportunity.  

Thanks, Patrick.

Michael Hitz is a partner and managing 
director in the Sydney office of The Bos-
ton Consulting Goup. You may contact 
him by e-mail at hitz.michael@bcg.com.
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Facing ongoing downward pressure 
on revenues and pricing power, European 

telecommunications companies have put a 
premium on cost reduction. IT units have 
been called on to do their share, and many 
have responded with aggressive cost-cutting 
campaigns that have already delivered 
sizable savings. But for IT, the low-hanging 
fruit has largely, by now, been plucked, while 
the pressure to support the business remains 
and is indeed intensifying. How are IT 
departments responding?

Many are increasingly emphasizing business 
value creation. This was a key finding of the 
latest annual survey of industry participants 
conducted by BCG and ETIS, a membership-
based organization that seeks to help telcos 
improve their business performance through 
shared discussion of IT practices.1 Cost reduc-
tion is and will remain a priority for the in-
dustry’s IT, the survey confirmed. But IT de-
partments are focused not just on reducing 
spending but on ensuring that what they do 
spend is spent wisely and has maximal im-
pact on the business. 

And IT units are hitting that mark, on bal-
ance. A comparison of telco IT spending on 
key processes—product and sales manage-
ment, fulfillment, billing and collection, and 
assurance and customer service—with the 
quality of those processes revealed a general 
correlation between spending and value cre-

ation, though the link was stronger in some 
areas (such as product management and 
sales) than others. The survey also found that 
no single telco-IT unit excelled in value cre-
ation across all business areas. Some opera-
tors led for one or even two of the processes, 
but all lagged somewhere.

pressure on IT to support the 
business is intensifying.

The survey also shone light on two closely re-
lated issues: IT-spending efficiency and the 
alignment of IT spending with the company’s 
business strategy. IT spending averaged  
4.6 percent of revenue but varied significant-
ly among respondents, ranging from 2.8 to 
6.2 percent. In the past, it has been difficult 
to infer anything with confidence from these 
numbers with regard to spending efficiency. 
Outliers have justified their results by saying 
that the numbers are not comparable: a 
smaller operator, for example, cannot benefit 
from economies of scale, while an integrated 
telco has more complicated IT than a mobile-
only player. 

The latest survey, however, attempted to nor-
malize IT spending—and give telcos a realistic 
sense of how their cost levels truly compare 

INDUSTRY SPOTLIGHT

TElECom IT
hoW IT IS dRIvInG BuSIneSS vAlue AT euRopeAn TelCoS

by Frank Felden, Thomas Krüger, and Eirini Markoula
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with those of other operators—by accounting 
for three of the most important factors that in-
fluence IT cost: a telco’s size, business mix, 
and, critically, IT business-value creation. The 
analysis found that, when adjusted for these 
factors, IT spending levels were much more 
closely aligned, averaging 4.8 percent of reve-
nue. Most participants fell around that figure, 
but interestingly, several telcos whose unad-
justed spending marked them as underper-
formers were actually outperformers once 
their cost levels were normalized.

Survey findings also underscored the impor-
tance of IT-business alignment. Investing to 
generate business value, no matter how effi-
ciently the money is spent, can be largely 
wasted if the investments are scattered or tar-
geted at the wrong things. Telco IT units, thus, 
need to ensure that their spending strategy is 
closely aligned with the company’s overall 
business strategy. “No frills” IT (low value cre-
ation, low cost), for example, would be the 
ideal position for a telco with an overriding 
goal of cost reduction, while “premium IT” 
(high value creation, high cost) would suit a 

telco focused on growth. Once its spending 
strategy is aligned with that of the business, 
the IT unit can concentrate on ensuring that 
it is getting what it paid for—or more.    

Note
1. For a copy of Telco’s New IT Weapon: Business Value 
Creation, an executive report cowritten by BCG and ETIS 
that highlights many of the survey’s major findings, 
please contact one of this article’s authors. 

Frank Felden is a partner and managing director 
in the Cologne office of The Boston Consulting 
Group. You may contact him by e-mail at felden.
frank@bcg.com. 

Thomas Krüger is a principal in the firm’s  
Düsseldorf office. You may contact him by e-mail 
at krueger.thomas@bcg.com.  

Eirini Markoula is the benchmarking project co-
ordinator in ETIS’s central office in Brussels. You 
may contact her by e-mail at em@etis.org. 
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VIEWPOINT

SECRETS of onlInE  
maRkETPlaCES

by  Jean-Marc Bellaiche, Thierry Chassaing, and Sunil Kapadia

Four waves of e-commerce disruption 
are sweeping across the consumer goods 
and retail industry. The third and the 
biggest so far, the rise of online market-
places, is nearing its apex. It is trans-
forming retail economics, creating enor-
mous value for some players and huge 
challenges for others. This article looks 
at the drivers of success behind, and the 
impact of, one of the most far-reaching 
online phenomena.

Retail regularly undergoes 
transformation. In the 

eighteenth and nineteenth centuries, it 
was the rise of department stores. In 
the twentieth, first catalogs and mail 
order, then big-box stores and hyper-
markets changed how consumers—
particularly Western consumers—shop. 
The first radical wave in the twenty- 
first century—online marketplaces—is 
upending the sector again, and doing so 
with unprecedented speed and reach. 
Companies such as Amazon, Rakuten, 
and Taobao, among others, have built 
commanding market shares in just a 
few years and are still growing fast. 
Amazon is already a roughly $50 bil- 
lion business and growing at 40 to  
50 percent per year. The gross value of 
merchandise sold on Rakuten has 
doubled since 2007 to more than  
¥1 trillion. Marketplaces will drive 

e-commerce growth to well over  
$1 trillion in annual sales in a few 
years’ time.

As with previous upheavals, this phe-
nomenal success is rooted in consumer 
choice, convenience, and transforma-
tive economics. On the basis of their 
successes in books and electronics, the 
pioneers of online merchandising (Am-
azon was founded in 1994; Rakuten, in 
1997) realized that by enabling thou-
sands of third-party vendors to sell 
goods through common marketing and 
payment platforms, they could create 
significant value for all the parties in-
volved—consumers, sellers, and the 
marketplaces themselves. 

Benefits to Consumers: 
Choice and Transparency
Online marketplaces provide substan-
tial benefits to consumers. First 
among them is the depth and 
breadth of goods available. Our anal-
ysis of a dozen product categories 
spanning pet supplies, electronics, 
personal care, diapers, and groceries 
shows marketplaces offering selec-
tions up to 80 times as large as those 
offered by traditional pure-play and 
multichannel retailers. Marketplaces 
also give consumers access to low- 

volume and niche products not al-
ways available elsewhere. 

In regions where the physical retail 
infrastructure is not well developed, 
marketplaces often provide the best 
access to merchandise. As one Shang-
hai consumer told the Wall Street Jour-
nal, “I would say 90 percent of the 
things in my house” were purchased 
on Taobao, including “the washing 
machines, the air conditioning, the 
television, the refrigerator.”1 

Some might think that consumers are 
overwhelmed by this breadth of 
choice. The reality is that consumers 
who want to “beat the system” and 
younger generations (especially the 
18- to 34-year-old Millennials) value 
marketplaces precisely for the wide 
selection they offer and because mar-
ketplaces have become adept at serv-
ing up the most relevant products to 
consumers through their knowledge 
of individuals’ preferences.

Consumers also benefit from trans-
parent and dynamic pricing. From 
hard drives to shampoos, marketplac-
es consistently offer better prices 
than multichannel retailers—dis-
counts of up to 80 percent in some 
cases. The reason lies partly in advan-
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taged economics (lower real-estate 
and operating costs, for example) and 
partly in competition: dozens of ven-
dors often vie to sell the same item, 
algorithmically adjusting prices up 
and down in real time. One high-end 
brand-name can opener, for instance, 
showed price fluctuations of up to  
60 percent ($10.75 to $17.99) over 
three months. (See Exhibit 1.) Couple 
this with the third-party tools that al-
low consumers to set price alerts, and 
you have a situation where shoppers 
can command the lowest possible 
price with just a few clicks. 

A third advantage for consumers is 
innovative loyalty offers that seek to 
cement the customer relationship 
and generate continuing streams of 
business. Amazon Prime offers such 
benefits as free shipping in return for 
an annual subscription fee ($79 in 
the U.S.). The strategy is time-tested: 
use subsidies to capture a greater 
share of consumers’ wallets. Many 
analysts have questioned the long-
term sustainability of such programs, 
but we believe the economics benefit 
the marketplace. Our estimates—
based on an analysis of customers’ 
order histories before and after join-

ing one loyalty program—show a 
fourfold increase in the number of 
purchases and a twofold jump in 
overall gross profits in the first year 
of membership, despite a noticeable 
increase in the number of money- 
losing orders.

Benefits to Sellers: access  
to more markets and  
Consumers
Marketplaces work because they of-
fer benefits to sellers as well. Compa-
nies gain access to new markets and 
new customers with minimal incre-
mental investment in marketing. 
They have the opportunity to sell di-
rect, many for the first time, eliminat-
ing one or two middlemen. The cost 
is only a variable commission, usually 
between 8 and 15 percent of sales 
through Amazon, and much lower on 
sites such as eBay and Taobao. Sell-
ers can maintain relatively simple 
software development and IT opera-
tions geared to delivering product de-
scriptions, images, and videos, since 
the marketplace provides the rest of 
the commerce platform. In many cas-
es, sellers also receive fulfillment ser-
vices that reduce the need for invest-

ment in a direct-to-consumer 
distribution network. A company 
based in Asia, for example, can gain 
access to millions of U.S. consumers 
through Amazon or eBay without 
having to hire a single employee in 
the United States.

Benefits to the marketplace: 
Scale Driving more Scale—
and Sophistication
Marketplaces are a rare example of 
having one’s cake and eating it, too. 
They profit both from the substantial 
commissions they earn on third-party 
sales and from selling their own in-
ventory, often in direct competition 
with third-party vendors. By aggregat-
ing hundreds of thousands of sellers, 
they drive more traffic and provide 
all that choice to consumers. They 
spread the costs of generating de-
mand over a broad range of goods 
and drive down fixed costs. They also 
keep customers on their sites longer. 
Between September 2007 and July 
2012, Amazon more than doubled its 
number of unique visitors per 
month—from 42 million to 95 mil-
lion. During the same period, annual 
sales tripled from $15 billion to  
$48 billion, distribution center effi-
ciency increased by 36 percent (mea-
sured by sales per square foot), and 
spending on IT and customer service 
dropped from 5 percent to 3.7 per-
cent of revenue. As visits and reve-
nues increase, they provide an incen-
tive for even more sellers to join, 
creating a virtuous cycle. 

Increased volume has other benefits. 
Marketplaces gain improved negotiat-
ing leverage with downstream provid-
ers and access to an ever-greater 
amount of consumer information. 
They also can get a first look at high-
performing sellers that are candi-
dates for acquisition. 

The range of choices offered by mar-
ketplaces, especially when combined 
with their superior understanding of 
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Exhibit 1 | Real-Time Price Competition
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consumers’ purchasing patterns, pro-
vides significant advantages over oth-
er retailers. One is the ability to cus-
tomize offerings to microsegments of 
consumers. Further, with pricing algo-
rithms that take into account 
tradeoffs between gross margin and 
commissions or levels of inventory, 
marketplaces can decide in real time 
whether to match or undercut the 
best prices proposed by other retail-
ers on the marketplace.

What’s on the Horizon
Despite their rapid rise, marketplaces 
have yet to take off in all categories. 
They have proved most effective for 
slower-moving lightweight products 
that cost $20 or more, where consum-
ers value broad assortments and low 
prices. These include such categories 
as media, consumer electronics, and 
general merchandise (home office 
equipment, toys, and small applianc-
es), in which the cost tradeoffs be-
tween distribution through stores 
(where retailers pay for rent and la-
bor) and home delivery (where retail-
ers pay for the cost of picking and 
packing and transportation) favor 
marketplaces. (See Exhibit 2.)

Other categories have been slower to 
move onto marketplaces. They in-
clude products that have:

Tightly controlled distribution or  •
high brand engagement, such as 
designer apparel and luxury 
goods

High immediacy of need, such as  •
over-the counter medicines

Propensity for strong community  •
interaction and specialized 
advice—baby and sporting goods, 
for example

Low margins and are sold through  •
heavily discounted closeout 
formats, such as discount apparel 
and dollar store items

The need for temperature con- •
trol—for example, produce, dairy, 
and frozen items

Low price and high turnover, such  •
as fast-moving dry groceries, 
where the cost of home delivery is 
prohibitively expensive and stores 
remain the most efficient distribu-
tion channel

Further change is coming, however, 
as several factors converge to bring 
some of these traditionally “safe” cat-
egories under attack. First, subscrip-
tion programs such as Amazon’s Sub-
scribe & Save, introduced in 2008, are 
expanding. Customers get free deliv-
ery and discounts of 5 to 10 percent 
when they sign up for recurring deliv-
ery on a monthly or quarterly basis. 
All parties benefit from such pro-
grams. Consumers avoid running out 
of things they use all the time. Mar-
ketplaces increase share of wallet 
and improve the predictability of lo-
gistics flows. Suppliers have an op-
portunity to increase frequency of us-
age and hence consumption, while 
locking consumers to their brands. 
Such programs could have a signifi-
cant impact on categories like beauty, 
personal care, household cleaning, 
dry grocery, and waters and sodas.

The introduction of Add-on Items 
(launched by Amazon in May of 
2012) allows users to aggregate low-
price-point, nonperishable grocery 
products in a basket that’s economi-
cally viable to ship (with an aggregate 
value of more than $25). Historically, 
such items were available online only 
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Exhibit 2 | Competitive Economics: Online Marketplaces Versus Stores
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in bulk packs, which were mostly un-
attractive to consumers. Warehouse 
automation has brought down pick-
ing costs, and packing and shipping 
can now be amortized over the entire 
basket. “Click and collect” schemes, 
through which consumers order on-
line and pick up at stores, dedicated 
facilities, or third-party locations, are 
also catching on. The advent of “fresh 
and frozen lockers” for perishable 
goods could continue to fuel the on-
line migration of products.

fight or Join? 
In broad strategic terms, the choices 
facing retailers and suppliers are 
straightforward: join or collaborate 
with existing marketplaces, compete 
by creating one’s own marketplace or 
substantially expanded online pres-
ence, or try to maintain the status 
quo—an increasingly untenable op-
tion, in our view.

Challenges for Retailers. Joining a 
marketplace is more complicated than 
simply signing up. It requires building 
new capabilities in merchandising, 
marketing, CRM, promotions, supply 
chain management, and packaging. In 
merchandising, for example, the ability 
to determine the optimal product 
assortment for each channel (including 
managing overlapping SKUs in the 
store and online, as well as designating 
exclusive SKUs for the marketplace 
and products to withhold from the 
marketplace) becomes an important 
skill. So does setting prices for each 
channel, especially given the ability to 
adjust prices continually in the market-
place setting. 

There are plenty of successful models 
to look to. Germany’s largest drug-
store chain, dm-drogerie markt, for 
example, is pursuing a strategy of sell-
ing private-label products on Amazon, 
thereby leveraging Amazon’s core 
competencies in e-commerce and dis-
tribution, while continuing to operate 
some 1,250 brick-and-mortar stores. 

For retailers, fighting—that is, creat-
ing one’s own marketplace—means 
expanding assortments, broadening 
offerings to consumers, building new 
capabilities, and deriving benefits of 
scale. It can be done only with a thor-
ough analysis of the economics and a 
clear definition of the model. The for-
mer requires assessing potential 
sources of revenue—for example, ad-
vertising versus commission, or both; 
required marketing and infrastruc-
ture costs; and the costs of loyalty 
programs, among other factors. The 
latter involves determining the opti-
mal user experience across platforms, 
whether other sellers complement or 
compete with one’s own inventory, 
and the best means of offering fulfill-
ment services.

Issues for Suppliers. For consumer 
goods suppliers, joining a market-
place (or marketplaces) raises its own 
challenges with respect to channel 
management, particularly around 
pricing. In categories such as power 
tools, for example, marketplaces offer 
a fast-growing and profitable channel, 
but suppliers have to manage con-
flicts with large established brick-and-
mortar retailers. Procter & Gamble 
has built a strong partnership with 
Amazon, with innovative promotions 
and new product formats (for exam-
ple, in diapers) and packaging, 
allowing it to increase its market 
share significantly in the online 
world. Similarly, some apparel brands 
are opening boutiques on Amazon to 
improve control of how their brands 
are marketed and presented online.

For suppliers, fighting often means 
preventing the retailers carrying their 
brands from offering them on mar-
ketplaces. Adidas recently announced 
that it would ban its dealers from list-
ing its products on eBay and Amazon 
starting in January 2013. Issues of 
brand control versus potential reve-
nue loss require careful weighing. If 
social networks are successful in 
building their own marketplaces, 

these issues will become even more 
complicated.

We believe that ignoring marketplac-
es is not a viable option. As the chan-
nel continues to gain prominence, 
suppliers will lose out either to direct 
competitors that decide to partner or 
to smaller companies that use mar-
ketplaces as a vehicle for growth. Or 
their assortment will end up on mar-
ketplaces anyway through third-party 
sellers—the worst of both worlds, 
since the suppliers will have forfeited 
their control of brand management.

Marketplaces will not be the 
last disruptive force to hit the 

consumer goods and retail industry. 
But for the foreseeable future, they 
will have an outsize impact in 
shaping profitable strategies for both 
retailers and suppliers. Those compa-
nies that figure out the best way to 
use this force to their advantage are 
most likely to prevail.

Note
1. “Taobao, Yahoo Japan Look for eBay-Style 
Heft,” The Wall Street Journal, May 10, 2010,
http://online.wsj.com/article/SB100014240527
48703674704575235333773371988.html.
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IT outsourcing can be a potent lever in 
professionalizing IT services and driving 

down IT costs, and companies continue to 
exploit it to various degrees. Yet many 
outsourcing efforts ultimately disappoint, 
with hoped-for gains in speed, flexibility, and 
service quality failing to materialize. (See 
“Signs of IT Outsourcing Gone Awry,” below.) 
And solutions can be elusive. Many execu-
tives become so frustrated, in fact, that they 
eventually throw up their hands and opt to 
bring some, if not all, of the outsourced work 
back in-house.

Are there ways to ensure success in this are-
na? This article, the first in a series on value 
delivery in IT outsourcing, explores the po-
tential benefits that draw companies to out-
sourcing and the reasons why many business-
es fail to capture them, and it identifies the 
symptoms of a floundering outsourcing pro-
gram and how to put it back on track. 

The Gap Between aspiration  
and Reality
Outsourcing can create value for companies 
by providing three primary benefits: lower 
costs, higher service quality, and greater agil-
ity and responsiveness to the business’s 
needs. Outsourcing companies can deliver 
lower costs through greater economies of 
scale, access to low-cost labor, and process ef-
ficiency derived from their experience and fo-

cus on process maturity and continuous im-
provement. They can deliver higher service 
quality because of the maturity of their pro-
cesses and their access to and familiarity with 
the latest technologies. They can deliver im-
proved agility and responsiveness through 
their advanced project-management skills, 
their ability to quickly ramp up or scale down 
resource capacity, and their ability to access 
and leverage collaborative development 
methods, such as agile software development. 
And outsourcers can deliver these capabilities 
on demand, sparing companies the consider-
able effort and time it would take to build 
them internally.   

Each of these benefits can translate into 
meaningful competitive advantage. But real-
izing their potential value can be problemat-
ic. Take costs, for example. The potential for 
cost savings remains the single biggest lure 
for companies that outsource elements of 
their IT. Yet surveys reveal a high degree of 
dissatisfaction with the cost savings realized 
from IT outsourcing. 

BCG’s experience confirms this finding. In-
deed, we have found a particularly striking 
relationship between IT costs as a percentage 
of administrative expenses and a company’s 
reliance on outsourcing (measured by out-
sourcing’s share of total IT spending). Our re-
search indicates that, for many companies, 
rising IT cost savings correlate with increasing 

FOCUS

IT oUTSoURCInG
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deployment of outsourcing only to a degree. 
For example, a recent BCG benchmarking 
study revealed that IT costs as a percentage 
of administrative expenses at financial servic-
es companies do indeed fall as outsourcing 
increases. But after a certain point, IT costs 
as a percentage of administrative expenses 
actually begin to increase. (See the exhibit.) 
Moreover, we have observed a similar rela-
tionship between outsourcing and IT costs for 
companies in other industries, and the pat-
tern holds over time. This suggests that a 
company’s ultimate return on outsourcing 
will be capped unless it can identify and rem-
edy the underlying problems.  

These problems can take any number of 
forms. For example, one company that was 
seeking to reduce its outsourcing costs 
through contract renegotiation saw its efforts 
undone when the winning vendor began to 
delay the delivery of key projects, limit re-
source availability, and reduce its investments 
in service in an effort to recover its profit 
margin. Another company, hoping to stream-
line and simplify its application landscape in 

order to achieve greater agility, abandoned its 
existing outsourcing program (which involved 
more than 300 vendors) and established a co-
sourcing business unit led by a single vendor 
and the company’s IT department. The com-
pany failed to manage the transition well, 
however, resulting in a loss of critical know-
how and delays in project completion. 

A third company, seeking to improve its ser-
vice quality, negotiated a large outsourcing 
deal with a leading infrastructure vendor. But 
the vendor failed to perform at the promised 
level because of internal misalignment and 
bickering, with the account representative 
blaming both the terms of the deal (“This is a 
money loser”) and the vendor’s management 
structure (“Each of the many internal groups 
working on your behalf has its own incen-
tives, and I have no control over them”). 

As these examples illustrate, vendor under-
performance is a common reason why out-
sourcing efforts skid off the rails. A vendor 
may have oversold its capabilities and be  
unable to deliver the targeted service levels 

Fundamental problems with IT outsourcing 
rarely appear without warning—there are 
typically cues along the way. These might 
include the following:

Costs
The ratio of IT costs to company  •
revenues does not improve.

The underperformance of vendors  •
necessitates frequent financial settle-
ments to compensate the company.

Service Quality
There is low satisfaction within the  •
company with the performance of key 
areas or functions—for example, the 
service desk.

Vendors meet contracted service-level  •
agreements but do not solve the 
underlying problems; as a result, 
problems recur.

Agility and Responsiveness to the 
Business’s Needs

Expected gains in agility and respon- •
siveness fail to materialize because the 
vendor or vendors cannot free up the 
right resources for the project or 
challenge at hand.

The company must frequently take  •
corrective action to fix problems in 
areas tasked to vendors, keeping 
internal resources occupied with 
low-value activities and thus delaying 
completion of the company’s high-prior-
ity projects.

The time it takes to resolve major  •
incidents increases, leading to high 
system downtime.

If your company is experiencing any of 
these, it is time to act.

SIGNS OF IT OUTSOURCING GONE AWRY
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at the specified price. But the fault lies near-
ly as often with the company itself. IT man-
agement may lack the necessary capabilities 
to negotiate the outsourcing contract or 
manage the company’s outsourcers efficient-
ly. Or the company may be operating at the 
wrong scale to realize the desired savings.  
Or vendor KPIs and incentives may be un-
clear or misaligned with the company’s ob-
jectives.  

Ensuring outsourcing Success
There are essentially two avenues for ad-
dressing these types of problems. The first is 
a review of vendor contracts, potentially fol-
lowed by their redefinition or renegotiation. 
A new or improved contract will help protect 
the company’s interests on multiple levels. It 
will provide appropriate incentives to ensure 
that the vendor’s (or vendors’) interests are 
aligned with the company’s needs and expec-
tations. It will minimize or eliminate the pos-
sibility of unexpected costs, such as settle-
ment fees or training costs. And it will ensure 
that the collaboration between company and 
vendor is set up for success. Contract and ven-
dor management must be ongoing. 

The second, more important, and often for-
gotten lever for ensuring successful IT out-
sourcing is optimization of the company’s IT-
outsourcing operating model. This entails 
action on several fronts:

IT service-delivery processes must be  •
examined from top to bottom to identify 
key opportunities for improvement.

The company’s internal IT organization  •
must possess the ability to effectively 
orchestrate relationships with vendors 
and ensure that handover points are 
managed smoothly. This entails a defini-
tion of processes and of roles and respon-
sibilities.

The IT organization must be able to  •
effectively manage the business’s de-
mands and identify the required IT 
systems and services. 

The appropriate metrics and incentives for  •
all parties must be in place and there 
must be sufficient transparency to allow 
for proper monitoring, measurement, and 
steering. 
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Achieving maximum value from IT out-
sourcing is not easy. It requires a strong 

internal IT organization, committed and capa-
ble vendors, and an optimized relationship 
between the two sides, supported by a solid 
contract. Future articles in this series will look 
at these levers in detail, including an exami-
nation of best practices in IT-outsourcing con-
tract structure, content, and execution and 
how to drive end-to-end improvement in the 
company’s IT-outsourcing operating model.
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Every second of the day, a 
wealth of data stream from a 

global maze of social networks, 
smartphones, point-of-sale devices, 
medical records, financial transac-
tions, automobiles, energy meters, 
and other digital sources. Such big 
data, fueled largely by personal data 
about all of us, represent an asset 
class every bit as valuable as gold  
or oil. 

In fact, freely flowing data—infinitely 
generated, distributed, mined, com-
bined, tracked, and connected—play a 
particularly critical role in many of the 
products and services that make up the 
Internet economy. According to The 
Boston Consulting Group’s research, by 
2016 the Internet economy will reach 
$4.2 trillion in value in the developed 
markets of the G-20, or 5.3 percent of 
their GDP. In these countries, the Inter-
net economy is growing at 8 percent 
annually, far outpacing just about ev-
ery traditional sector in many other-
wise-struggling economies—and 
growth rates are more than twice as 
fast in developing markets. 

Consumers are the real beneficiaries 
of the Internet economy. The value 
they place on the many Internet ser-
vices that have been built atop the 

sharing of personal data—such as 
search engines, e-mail, news sites, 
and social-network services—reflects 
that benefit. Consumers value the In-
ternet at many times more than its 
cost, BCG has found. (See Exhibit 1.)

But the size of the future value and 
growth depends on the trust that con-
sumers place in the use of data about 
them. Take the case of online retail, 
one small part of the personal-data 
ecosystem. BCG forecasts that the sec-
tor could grow by anywhere from 
$1.5 trillion to $2.5 trillion by 2016. 
That difference of $1 trillion serves 
as a signal for the potentially tens of 
trillions of dollars of economic im-
pact at stake when other sectors, such 
as health care and financial services, 
are considered.

Despite this tremendous opportunity, 
risks lie just beneath the surface. Giv-
en the consistent headlines reporting 
security breaches, data misuse, and 
disruptions, consumers are growing 
increasingly concerned about how 
their data are gathered and used. 
However, these concerns depend on 
the context—who is collecting the 
data, how the data are being used, 
and (to a lesser extent) the type of 
data. For instance, the perception of a 

threat to privacy varies across indus-
tries by a factor of five to ten times as 
one moves from the automotive, tele-
communications, and retail industries 
at the low end to online search and 
social networking at the high end.

Adding to the uncertainties are costly 
regulatory developments—in jurisdic-
tions as diverse as the European 
Union, the U.S., and developing mar-
kets—with the potential to affect citi-
zens and organizations far from their 
places of origin, as we will explore. 
Given the strong interest and aware-
ness of the subject among consumers 
and regulators, a considerable por-
tion of the potential opportunity 
could be at risk. 

In an earlier report (Rethinking Per-
sonal Data: Strengthening Trust) writ-
ten in partnership with the World 
Economic Forum, we called for a 
range of stakeholders to build a 
framework for a common under-
standing in dealing with the many 
risks and opportunities involved in 
this valuable new asset class. Here, in 
this article, we offer four clear-eyed, 
practical steps that business leaders 
across a wide range of industries can 
take to bring our earlier framework 
to fruition. Combined, these strate-
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gies can ensure that the trusted flow 
of personal data, which benefits con-
sumers and businesses alike, gets 
strengthened rather than stifled. 

Identify the Big  
opportunities
Companies that effectively turn con-
sumer information into insights mine 
these big-data sets to create three cat-
egories of opportunity: 

Finding More Efficient Ways to  •
Operate. Organizations in every 
industry are using vast amounts 
of digital data to streamline their 
operations, overhaul supply 
chains, improve customer service, 
develop products, and boost 
overall productivity. For example, 
we see $700 billion in potential 
health-care cost savings in the 
U.S., or about 30 percent of the 
total U.S. health-care spending 
today, that would result from the 
improved flow of personal data, 
reducing duplicate lab testing and 
imaging, fraud, and inefficiencies 
as well as improving care coordi-
nation and treatment. 

Increasing Returns from Existing  •
Offerings. Businesses can leverage 

data to learn more about consum-
er interests and behavior in areas 
as wide ranging as pricing, sales 
conversion, product development, 
foot traffic patterns, and innova-
tion. Here, businesses can learn 
something from politicians: in the 
2012 U.S. presidential election, 
the Obama campaign used 
sophisticated mining and analysis 
of everything from demographic 
and consumer data to TV-viewing 
patterns in order to successfully 
turn out the vote, optimize 
advertising, and raise record 
amounts of money. 

Sparking Innovative Business Models. •  
Companies can look for areas 
where data can help them expand 
into new products and markets 
entirely different from where they 
operate now, such as through the 
greater use of personalization. For 
example, tailored insurance 
products are being developed on 
the basis not just of age, gender, 
and neighborhood but of devices 
that track driving behavior. 
Location-based and real-time 
offers could also make it simple for 
a customer traveling abroad to sign 
up for extended health or travel 
insurance using a mobile phone. 

To realize these kinds of opportunity, 
organizations must understand the 
consumer information they already 
have, then identify and access any 
additional data they need and decide 
who is responsible for them. Many 
new data opportunities come from 
the serendipitous commingling of tra-
ditional data with newer, less struc-
tured forms of big data. For example, 
companies can combine data about 
how customers discuss existing prod-
ucts on social-media sites with tradi-
tional product-testing data. 

Rethink How you manage  
Customer Data 
Customer data can be a strategic as-
set for a company, but they can also 
be a major liability if misused. To be 
good stewards of personal data, com-
panies must clearly understand how 
they manage those data.

Companies need to collect data in a 
way that both adheres to evolving 
regulations and builds customers’ 
trust, keeping in mind the wide range 
of sources of data: customers who 
volunteer their data directly, compa-
nies that observe data as a result of 
an interaction between an individual 
and an organization, or an organiza-
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Exhibit 1 | The Value Consumers Place on the Internet Is Many Times Greater Than Its Cost 



tion that infers data from an analysis 
of customer records and behavior. As 
companies amass data, they also have 
an obligation to secure them, to pre-
vent data from being compromised or 
misused. The potential impacts of mis-
steps in this area can be huge, in terms 
not just of the sometimes billions of 
dollars in damage done through the 
breaches themselves but also the po-
tential legal and regulatory costs. 

In addition, companies must have 
clear policies, protocols, and proc-
esses for how they will obtain prop-
er permissions in a decentralized 
and dynamic environment in which 
individuals play an active role. Organ- 
izations must also ensure that they 
are actually following their own pol-
icies, an element that is frequently 
lacking. 

These are all vital baseline internal 
requirements. To strengthen trust 
further, companies need to think 
about how they engage in a two-way 
external dialogue with customers 
and create a true understanding of 
how they manage increasing amounts 
of personal data. Current approaches 
to communicating with customers 
center on outdated notions of “no-
tice and consent.” But these tradi-
tional approaches make liars of us 
all: every time we click on the bot-
tom of a 100-page privacy policy to 
say “I have read and understood,” 
we are forced to lie in order to get 
the service we want.

One way to rethink how businesses 
manage personal data is to offer cus-
tomers simple and meaningful op-
portunities to grant permission for 
the use of their data. A joint survey 
conducted by BCG and Liberty Glob-
al of more than 3,000 consumers re-
vealed that few individuals exercise 
control of their personal data, howev-
er. Just 10 percent of respondents had 
ever undertaken at least six of eight 
common privacy-protecting activities, 
such as changing privacy settings or 

opting into or out of data use. Even 
though that remains common behav-
ior today, we found that consumers 
who were able to effectively manage 
their privacy were up to 52 percent 
more willing to share information in 
the future than those who were not 
managing their privacy.

Consider how BT implemented the 
“cookie law” in the U.K., which re-
quires companies to obtain the con-
sent of their website users before us-
ing cookies to track behavior online 
and personalize services. To comply 
with the law, BT implemented easy-
to-understand practices for visitors to 

its website. A simple pop-up screen 
allows users to discern the strictly nec-
essary cookies required for the site to 
operate properly (from which cus-
tomers do not have the right to opt 
out) and the functional and targeting 
cookies that enable social sharing 
and behavioral tracking but that also 
allow the best experience. The com-
pany clearly explained what custom-
ers get for the information they give.

Engage in the Policy and  
Regulatory Debate
National and regional governments 
are actively looking to legislate and 
regulate the personal-data ecosys-
tem. Current regulatory approaches 
could fundamentally change the 
ways businesses use data to create 
value for customers and sharehold-
ers, in particular their ability to use 
big-data sets. 

In the EU, the proposed General Data 
Protection Regulation would have 
meaningful impacts on businesses 

around the world. (For a summary of 
some of the key concerns raised, see 
Exhibit 2.) In the U.S., efforts with 
significant bottom-line results include 
the Consumer Privacy Bill of Rights, 
recent multiyear Federal Trade Com-
mission enforcement actions against 
companies such as Google and Face-
book, and legislative efforts related 
to cybersecurity. In India, a rolled-
back requirement for more explicit 
consumer consent could have result-
ed in a huge blow to the nation’s out-
sourcing industry; in other countries, 
the regulatory process may not neces-
sarily seek to align with Western ap-
proaches.

Many regulators are responding to 
valid consumer concerns about priva-
cy and protection. However, we see a 
need to engage in a multisided de-
bate about how to strike the appro-
priate balance between allowing data 
to flow to create value for everyone 
and restricting that flow to protect in-
dividuals. 

Ahead of the approval of the EU Gen-
eral Data Protection Regulation, for 
example, many global companies are 
actively working to influence aspects 
that could undermine many of the 
popular and often free offerings that 
depend on personal data. More spe-
cifically, businesses are beginning to 
establish a set of clear and contextu-
ally specific usage rules, such as vol-
untary industry codes of conduct, 
that reflect the nature of data and 
the specific uses of data. The com-
plexity of developing an actionable 
and lasting framework is increasing 
awareness of the need to collaborate 
across industries and jurisdictions 
and to help educate policymakers 
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A survey of more than 3,000 consumers revealed 
that few individuals exercise control of their  
personal data.
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and regulators about the world of big 
data. We have found that many regu-
lators are open to a multisided dia-
logue to help solve these issues to-
gether.  

All these efforts point to an overarch-
ing message: there is less and less dif-
ference emerging between strategy 
and policy. Major Internet players 
have already seen how regulatory ef-
forts can have a big impact on their 
corporate strategy. Other companies 
will increasingly need to understand 
how the policy world will define or 
restrict their strategies as well. 

make Data a C-Suite Issue
It is clear that data represent a signif-
icant opportunity. In fact, we esti-
mate that leveraging personal data 
can be a key driver of growth in 
many of the world’s economies.

Given the size of the prize and the 
potential brand risk for the business 
from getting things wrong, personal-
data management cannot sit within 
one group in the company. It needs 
to be deeply embedded in the com-
pany as a whole, especially in the C 
suite. 

Typically, issues involving personal 
data are dealt with at a rung or two 
down the ladder from the C suite, of-
ten at the level of the chief privacy, 
legal, or compliance officer. The ap-
proach is one of compliance and risk 
management, rather than proactive 
leveraging of personal data to create 
strategic value.

It is no longer enough for CEOs to 
delegate this issue to their security, 
government affairs, and privacy exec-
utives. Top executives need to realize 
that data lie at the core of new busi-
ness opportunities, efficiency gains, 
and corporate strategy in the digital 
economy. Ultimately, we maintain 
that the personal-data opportunity is 
so great and the downside of mis-
managing personal data is so large 
that the entire C suite of a company 
must engage with these issues as the 
top priorities they are.  

Take the next Step
A trillion-dollar opportunity has 
opened up for businesses to create 
value from personal data. These ben-
efits will flow to shareholders, cus-
tomers, and society at large. But to 
treat personal data as a valuable as-

set class, businesses need to under-
stand the ways in which such data 
work. They must also ensure that 
there are appropriate rules and pro-
cesses around the use and manage-
ment of personal data so that the 
risks are properly mitigated. For data 
to flow freely, businesses must begin 
to rebuild customers’ trust, from the 
top. 
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• Definition of personal data: Expanded to include 
   identification numbers, location, and online identifiers
 
• Consent: Required to be explicit in all cases
 
• New rights: Allows users to be forgotten and to enjoy 
   data portability
 
• Jurisdiction: Applies to non-EU businesses that are 
   monitoring or selling to European individuals
 
• Impact assessments: Required for “risky processing”
 
• Staff: Mandatory data-protection officers for public or 
   large companies
 
• Security breaches: Disclosure required within 24 hours 
   where feasible
 
• Fines: 1 million, or up to 2 percent of global annual 
   revenue, for violations

• Overwhelm individuals with constant
   notices and requests for consent

• Reduce available data for big-data
   analytics
 
• Threaten the viability of many Internet
   monetization strategies
 
• Increase administrative burdens as a 
   result of additional requirements
 
• Reduce innovation and future opportunities 
   through a one-size-fits-all approach to consent

Main Changes in the Proposed Regulation Potential Implications for Business

Sources: European Commission General Data Protection Regulation; American Chamber of Commerce to the European Union; BT; U.K. Parliament; 
Interactive Advertising Bureau; BCG analysis.

Exhibit 2 | The Proposed EU General Data Protection Regulation Could Have a Big Impact on  
Businesses
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