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Game Over or Game Changer? Business 
Process Outsourcing in the Digital Age

Digital: A new business landscape
There has been much discussion about digital transformation: how it is changing the 
way companies deliver vital business processes such as finance, HR, IT, procurement 
and operations, and how it is elevating the potential for performance improvement 
(see sidebar on p. 2).

The Hackett Group’s digital transformation framework highlights six trends that are 
reshaping today’s business services environment, making the need for back-office 
transformation more urgent than ever.

Most of the debate around digital transformation is about organizations tapping 
into these benefits directly, building up capabilities in-house in shared services and 
global business services (GBS) organizations. Few are talking about the role business 
process outsourcing arrangements have to play in this new digital landscape. 

By Martijn Geerling and Paul Morrison

Executive Summary 
In an age of rapid digital transformation, what is the role of outsourcing for activities such as finance, HR, 
procurement or IT? Until now, many organizations have seen business process outsourcing (BPO) as a good 
way to significantly enhance their cost base and capabilities. However, digital transformation is upending 
assumptions about the future of work and the speed and cost of getting there. Is BPO yesterday’s solution?

In our view, BPO continues to be very relevant for companies looking to improve their back-office operations. 
Digital transformation can be complex and risky, and outsourcing partnerships can provide the expertise and 
commercial structure for bringing about the radical change that digital promises. Not all organizations will have 
the scale or skills to make digital work without a long-term partner. 

The BPO landscape, however, is changing. In fact, the entire sector is undergoing a major transformation in 
terms of capabilities and expectations, as this report explains. 

How digital transformation moves the industry from 
labor arbitrage to real innovation
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Analysis of the Hackett Group’s recently refreshed business services benchmark database (covering finance, HR, 
procurement and IT) reveals the potential of digital transformation to accelerate the speed at which peer-group 
organizations can approach world-class cost levels. Even world-class GBS organizations have the potential for 
further improvements (Fig. 1).

How digital transformation accelerates 
world-class status

FIG. 1   The Hackett Group’s digital transformation framework

Source: The Hackett Group
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Some observers in fact suggest that the BPO market will start to become obsolete 
because of digital transformation. They point to signs of slowing market growth and 
plans for reduced recruitment by major BPO organizations1. Why rely on an outsourcer 
with outdated technology and labor-intensive operations, when the future is all about 
being agile and innovative with a new breed of user-driven tools and technologies? If 
the future is digital, will BPO survive?

The story so far: Outsourcing often fails to deliver technology change and 
innovation
The backdrop for BPO is not immediately encouraging. Outsourcing has played a key 
role in the business services model for several decades, allowing companies to reduce 
headcount and cost and achieve other objectives such as enhanced service quality 
through specialized resources. But the results haven’t necessarily been transformative. 
Deals, once signed, often encourage providers to maximize the delivery headcount, 
thus inhibiting innovation and adoption of labor-saving technology. The Hackett 
Group’s 2016 Business Process and IT Outsourcing study results suggest outsourcing 
relationships have largely failed to deliver on technology and information-related value 
drivers, especially for top performers.

But BPO’s record is not all bad. In a typical first-generation outsourcing relationship, 
the research shows that outsourcing partners do bring certain “baseline” technologies 
to the table such as reconciliation tools, workflow tools and OCR technology. Indeed, 
a majority of companies sampled (see sidebar on this page for study information) – 
64% – say they are realizing value from consolidation or modernization of business 
application platforms through outsourcing (Fig. 2). 

On the other hand, a surprising 36% of organizations say they are not realizing 
expected value from modernization of business application platforms. In other words, 
while many are satisfied, a material number of all organizations are not seeing the 
modernization they might expect from outsourcing. BPO must try harder.

© 2020  The Hackett Group, Inc.; All Rights Reserved. 

Business Process and 
IT Outsourcing Study 
methodology
The Hackett Group’s Business 
Process and IT Outsourcing Study 
collected data about several facets of 
outsourcing performance, including:

• Outsourcing efficiency 
improvement

• Outsourcing actual versus planned 
performance improvement

• Outsourcing contracts objectives 
realized over the past five years

• Partnering/outsourcing value 
realization

 

1 https://www.economist.com/news/business/21714994-it-firms-need-upgrade-face-technological-and-political-
shifts-indian-outsourcing

 https://www.economist.com/news/international/21690041-call-centres-have-created-millions-good-jobs-
emerging-world-technology-threatens 

FIG. 2   Performance improvement of outsourcing technology

Source: Global Business Services BPO/ITO Performance Study, The Hackett Group, 2020
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The tide is turning: BPO is becoming digital
The Hackett Group’s view is that after a slow start, many players in the BPO market 
are coming to grips with digital-age expectations and becoming true digital partners. 
Consider these examples:

• Case 1, Radical resizing with RPA – In one recently negotiated finance BPO deal, 
the supplier agreed to reduce the service headcount by 50% over three years through 
the systematic implementation of robotic process automation. In essence, the client 
and supplier are dramatically transforming the labor/technology mix of a major deal, 
enabled by a new digital technology. This rate of change is totally different to the norm 
for “old BPO.”

• Case 2, Payment by results for customer contact services – Rather than pricing a 
customer-contact service in terms of calls handled or hours worked, some contact-
center BPO deals are being realigned to focus on payment for business outcomes 
– such as revenue generated. For example, the provider will only receive payment if 
and when its agents generate incremental revenue from customer calls. To make this 
happen, the contact BPO provider must rapidly bring to bear the integrated applications, 
information, and insights necessary to sell and cross-sell through their customer-contact 
activities. In other words, the outsourcing partner isn’t just providing people; it is 
providing people empowered by analytics and insights derived from digital data.

• Case 3, Predictive crime prevention through analytics – Building on a long-term 
operations outsourcing relationship, a BPO developed a new analytics capability for 
the client, a police force. Using new predictive analytics technology and techniques 
to crunch through crime and incident data gathered as part of the main outsourcing 
arrangement, the partnership enabled the client to predict crime hot spots. This fed 
directly into daily patrol activities to preempt burglaries and maximize the impact 
of policing spend. In this case, the BPO provider is using brand new technology to 
completely change the delivery of a public service.

These are game-changing examples of BPO delivery, driven by the new possibilities 
and expectations of the digital age. At present, these examples are still the exception 
rather than the rule. Many existing BPO deals are old-fashioned labor-heavy, tech-light 
contracts. But the rate of change is accelerating, and these examples show that BPO can 
be a key part of digital transformation, not a barrier. 

Two forces – changing client expectations and supplier competition – are the primary 
drivers for this acceleration of digital BPO. Today’s companies don’t just aspire to see 
value from emerging technology through their outsourcing arrangements. They are 
starting to demand it.

In addition to changing expectations, supplier competition is also heating up. Many 
BPO suppliers have been building up their digital assets, expertise and experience in 
order to stand out in the market. In an otherwise commoditizing BPO marketplace with 
falling margins, suppliers that are not able to offer clients good answers to their digital 
challenges are now beginning to find themselves on the sidelines in BPO bids and 
renewals. One indicator of this is that BPO providers are restructuring their businesses, 
acquiring specialist skills or setting up training academies in areas such as analytics, 
social, mobile, digital marketing and design thinking. BPO organization structures are 
changing to respond to buyers such as chief digital officers or heads of automation.

© 2020  The Hackett Group, Inc.; All Rights Reserved. 
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The Hackett Group’s 2020 Business Process and IT Outsourcing Study assessed the importance of certain outsourcing value 
drivers for the current and next contract cycle. While value drivers are shifting back to a focus on labor arbitrage, clients also 
expect more innovation through digital technology. With respect to current contracts, access to low-cost and skilled labor 
and freeing up internal resources are the primary value drivers (Fig. 3). 

In the study, technology and information-related value drivers were of lesser importance for current contracts but will 
increase significantly in importance in the next renewal cycle as clients begin to understand emerging technologies better 
and expect them to deliver innovation and value. Companies are prioritizing these value-adding capabilities over tools that 
primarily drive transactional performance and improvement. Also customer-centricity, a key tenet of digital transformation, 
increases significantly in importance.

Value drivers for current and next-generation 
contracts

FIG. 3   Importance of traditional sourcing model decision drivers

Source: Global Business Services BPO/ITO Performance Study, The Hackett Group, 2020
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Why BPO and digital?
Underlying continued appeal of business process outsourcing is the fact that digital 
transformation is not easy. It requires specialist knowledge of new tools and techniques, 
expertise in the complex business of change and transformation, deep insights into the 
process in scope, and the discipline and nerve to take on uncertainty and risk – as the 
outcomes of digital transformation are not guaranteed. 

A BPO partner provides an alternative route to digital transformation than “going it alone” 
or working with a short-term implementation partner (as opposed to an outsourcer 
that also provides “run” services). A BPO partner can combine deep digital experience 
– both specific technical skills, as well as the bigger picture of applying large-scale 
digital change. Fig. 4 sets out the primary differences in these three routes to digital 
transformation.

Ultimately an organization’s route to digital transformation will depend on a complex mix 
of factors and quite possibly include a blend of these three different routes. The key is 
that BPO offers an alternative option where the learning curve is particularly steep and 
the client has the skills needed to make a complex outsourcing relationship work.

The changing BPO landscape
Business process outsourcing will remain a relevant, often compelling, option for 
companies pursuing digital transformation – but it will not be BPO “as usual,” for  
several reasons: 

• Market. The BPO marketplace is in a state of flux. “Traditional” BPO organizations still 
dominate the market, but many others, including start-ups specializing in areas such 
as robotic process automation or analytics, are joining them. Moreover, this market is 
evolving continuously as the giants move to establish their own cutting-edge technical 
capabilities, some by acquiring smaller companies or forming alliances. Outsourcing 
buyers should expect this marketplace to continue changing as rapidly as the pace of 
technological change, itself.

• Scoping. There will be changes to where the red line is drawn between a company 
and its outsourcing partner. In some cases, automation and the focus on developing 
new strategic capabilities will result in work being brought in-house; in other cases, 
it will be the opposite. As the economics and mechanics of finance, HR, IT and 
procurement delivery change, so too will the handoffs between client and supplier. 
For example, in finance transaction processing, after automating activities in AP 
reconciliation or master data management, it may no longer make economic sense 
to outsource the remaining supervisory roles related to this work. Alternatively the 
opposite could be true, with automation resulting in a pocket of work that now can 
be handed off to a BPO provider. The key is that digital transformation is changing the 
border between in-house and outsourcing services. 

© 2020 The Hackett Group, Inc.; All Rights Reserved. 

FIG. 4   Routes to digital transformation

Route to digital transformation Pros Cons

Going it alone Simplicity, control Difficulty of acquiring expertise in 
new digital domains

Short-term implementation 
partner

Access to expertise Difficulty of aligning partner 
to long-term success of 
transformation program

Long-term/outsourcing partner Access to expertise; with the 
right incentives, the partner can 
have vested interest in success of 
transformation

Complexity of relationship



Business Process Outsourcing in the Digital Age  I  The Hackett Group  I  7

• Contracting. As outsourcing becomes as much about buying technology and 
innovation as it is about buying people, companies negotiating BPO deals are finding 
themselves navigating uncharted water. Future outsourcing arrangements may 
involve a more complex mix of partners, bringing technology vendors into the picture 
alongside the client-supplier relationship, either as subcontractors or as partners. 
Sometimes all of this may be invisible to the client. Digital will, however, require clients 
to become very familiar with players and capabilities in new market segments (such as 
those illustrated in Fig. 1). 

• Contract duration. The business landscape is changing rapidly, so signing long, fixed 
deals becomes ever less attractive. Expect to see shorter contracts and/or contracts 
with more built-in flexibility. Deals will be less “static,” with more specification of how 
the nature of services can flex over the term of the contract. For example, the concept 
of robotic process automation is only a few years old and didn’t exist when many 
current BPO deals were signed. Digital BPO deals need to be able to take advantage 
of such new opportunities “in flight.” 

• Resourcing levels. Digital BPO deals will be less people-intensive and more 
technology-intensive. Technologies such RPA and cognitive automation take on the 
workload of many transactional tasks and some judgmental tasks. Research by Aecus 
Limited (now a Hackett Group company) found that RPA-powered BPO deals signed 
today include contractual commitments by suppliers to provide year-on-year headcount 
efficiencies three times higher than the long-term historical level. BPO deals will 
require significantly lower staffing within a few years, as per Case 1 above.

• Total cost/price per transaction. BPO pricing levels haven’t changed much over 
the past decade, but this is starting to shift dramatically, driven by the factors above. 
The total cost of finance, HR, IT, procurement and operational activities will drop 
significantly, reflected also in a lower cost per transaction. In this environment, BPO 
companies will shift their focus away from maximizing gross service revenue to 
increasing the profitability and business impact of their services to clients (e.g., helping 
clients to increase quality, satisfaction and revenue growth).

• Location. In turn, increased automation may also challenge the concept of offshoring, 
as automation reduces the relevance of locating resources in low-cost locations. As 
automation reduces the overall size of BPO deals in terms of headcount, the remaining 
resources will be increasingly focused on high-value expert roles. Labor rates will 
continue to be important, but the BPO value proposition will be less focused on 
lowest-cost labor and more on insight, expertise and technology. 

Questions business services executives should be asking now
BPO is an enabler of digital transformation, and at the same time digital transformation 
is changing BPO. This means that executives need to take a fresh look at BPO. Given the 
pace at which technology – and its adoption into business services functions – continues 
to evolve, it is clear we are looking at a playing field that is much different than the one 
with which BPO buyers have become accustomed. 

Regardless of where a company is in its outsourcing cycle, executives should be taking 
note of how digital transformation is beginning to shift the BPO landscape – if not taking 
immediate action. Companies that are in or planning to execute new BPO contracts – 
either renewals or ‘greenfield’ – should plan to commit quality time and expertise to the 
task. Some of the key questions are:

Companies with existing (“in-flight”) contracts: 

• Do we have clear visibility into the supplier’s use of new digital technologies such as 
RPA or analytics?

• Have we agreed on an approach for introducing digital technology into the 
arrangement? Are there current contractual obligations that shape this?
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• Are there opportunities to improve the outsourcing contract – for example, to change 
the way the supplier charges for services?

• Are there incentives to advance digital transformation, even if it cannibalizes 
incumbent FTE revenue?

• Do we have the skills and organization to get the most benefit from emerging 
technologies?

• How do we align the outsourcing with our wider digital transformation program?

Companies planning new contracts:

• How do we design an outsourcing relationship with new digital capabilities built in 
from the start?

• Which suppliers should we consider? Do we need to carve out aspects of the service 
to “best of breed” specialists?

• What is the right cost structure to incentivize deployment of new digital tools and 
techniques?

• How will we make sure we get a fair, sustainable share of savings from digital 
innovations? How will the parties split the benefits?

• How should we measure success? Should we include measures of agility, speed, 
customer satisfaction, and/or quality?

• What is the ideal term of contract? 

• Can or should we build in flexibility for change during the term of the contract?

• How do we align the outsourcing with our wider digital transformation program?

Companies with shared services or global business services (GBS) that currently 
don’t outsource:

• How well do we understand the emerging technologies and how they could enable or 
impact our operations?

• Do we have a roadmap for digital transformation?

• Do we have a view on how digital transformation will impact our operations and 
resource requirements?

• What skills or knowledge will we require in two years or five years? Do we have that 
now? If there are gaps, how will we acquire or develop skills to fill them?

• At what point does outsourcing make more sense?

Strategic implications
It is important to remember that digital transformation is much broader than any one 
technology or practice, such as RPA or analytics. Ideally, an organization’s future BPO 
strategy should flow from a thoughtful and well-designed digital transformation roadmap 
that outlines the changing nature of work with business services functions. When this 
happens, BPO can be a game changer for driving digital transformation.
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This publication has been prepared for general guidance on the matters addressed herein. It does not constitute professional advice.  
You should not act upon the information contained in this publication without obtaining specific professional advice.
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The Hackett Group (NASDAQ: HCKT) is an intellectual property-based strategic consultancy and leading enterprise benchmarking and best 
practices implementation firm to global companies, offering digital transformation and enterprise application approaches including robotic process 
automation and cloud computing. Services include business transformation, enterprise performance management, working capital management 
and global business services. The Hackett Group also provides dedicated expertise in business strategy, operations, finance, human capital 
management, strategic sourcing, procurement and information technology, including its award-winning Oracle EPM and SAP practices.

The Hackett Group has completed more than 13,000 benchmarking studies with major corporations and government agencies, including 93% 
of the Dow Jones Industrials, 87% of the Fortune 100, 87% of the DAX 30 and 58% of the FTSE 100. These studies drive its Best Practice 
Intelligence Center™ which includes the firm’s benchmarking metrics, best practices repository and best practice configuration guides and 
process flows, which enable The Hackett Group’s clients and partners to achieve world-class performance.
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Atlanta +1 770 225 3600     London +44 20 7398 9100     

Business Process Outsourcing in the Digital Age  I  The Hackett Group  I  9


	BPO Digital Age-Draft 2.pdf
	World-Class-Procurement-Redefining-Performance-3.pdf
	White Paper_The Hackett Group_Agility Cover Sheet
	Agility: The Key to Surviving Recession and Digital Disruption
	by The Hackett Group
	What competencies does your team need to survive and thrive in a
	volatile business environment? Business Services must adopt effective agility improvement practices to effectively respond to changing market conditions. In this report by The Hackett Group and brought to your by Canon Business Process Services, you w...





	Business Process Outsourcing in the Digital Age_Canon Business Process Services_The Hackett Group.pdf



