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Drawing the line

ne would have expected a sombre mood
" mirroring the current gloom and doom
global scenario, at the NASSCOM BPO Strategy
Summit 2011, held in New Delhi last fortnight.
After all, the $14 billion industry — which ser-
vices clients across 65 countries — could hardly
hope to remain unscathed amidst volatile global
conditions and fears of a double dip recession.
But the mood among its 2,000-odd delegates
and leaders was surprisingly cheertul. The in-
dustry hopes to not only survive the downturn
but also emerge better off in coming years.
After posting a 14 per cent growth in 2010, the
BPO industry is expected to grow by another 18-
20 per cent in the current year. “De-
mand is not a constraint,” says Som
Mittal, president of industry body
NASSCOM. “The crisis if anything
could provide us an opportunity for
further growth,” remarks Vikram Tal-
war, executive chairman, EXL Service
Holdings a Nasdagq-listed company
(total revenues $253 million). Talwar
— who was CEO, Bank of America in
India prior to co-founding EXL - says
that the BPO sector is evolving rapidly
with focus shifting from transaction
and processes, to transformational
changes in the client’s business.
“We do not see the world coming to
an end,” says Keshav R. Murugesh,
group CEO, WNS Global Services, an
NYSE-listed company.
Is it mere bravado or genuine confi-
dence that marks this newfound spirit
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in the Indian BPO sector, which accounts for about
37 per cent of global market share? What would
be growth drivers in such a scenario that could
propel the industry into a different league? Busi-
ness India addressed these issues during the Nass-
com summit with a panel discussion titled - ‘“The
new growth drivers in an evolving scenario’.

It started with Som Mittal giving a brief back-
ground on how the Indian IT and BPO industry
combined had grown to a size of $88 billion in
FY2011 providing direct employment to nearly
2.5 million people and indirect employment to
over 8.3 million. Women employees accounted
for as much as 45 per cent of the workforce and
50 per cent of incremental employees,
with many from Tier-Il and Tier-111
cities. Cloud computing has allowed
even mid-sized BPO companies to
scale up rapidly with average penetra-
tion increasing to almost 10 per cent
of the client’s spend. Besides outsourc-
ing non-core and business supporting
jobs, core jobs are increasingly being
outsourced. Knowledge services out-
sourcing — including market research,
data analytics, legal process out-
sourcing — as an industry is currently
valued at $2 billion.

IT vs BPO

The BPO industry is emerging from
the shadows of big brother, — IT in-
dustry, and clamouring for indepen-
dent recognition as a growth driver of
the economy in its own right. In this
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context does clubbing IT and BPO make sense?
There was anear unanimity amongst the panellists
that IT and BPO sport different characteristics, and
that there was a need to look at them separately.

While IT is more project-oriented, BPO is pro-
cess management. Buyers in both cases are dif-
ferent, points out Murugesh. IT spend is largely
discretionary. During troubled times IT budgets
could be slashed — but not BPO spends. Compa-
nies cut costs but cannot do away with clients,
they reason. Rohit Kapoor feels that the approach
to both are different. “When solutions aimed at
making clients competitive are offered by us, they
listen attentively and do not dither over decisions
as they did in 2008. We do not want to commit
the same mistakes, they tell us. A downturn, in
fact, can act as a catalyst for growth as increased
outsourcing would help clients release dollars for
other business needs,” he adds.

“Business models are different,” points out D.
Swaminathan, explaining that technology is a
journey not a destination, while business out-
come is the ultimate destination. A BPO aims at
making the client look good by delivering quan-
. tifiable outcomes. Consultation and solutions of-
fered by a BPO gives clients the competitive edge.
This will drive growth in future, he says. Earlier
the objective was to reduce time and cost, and
increase efficiency. But the ultimate nirvana will
be to eliminate work itself. How does one elimi-
nate work? This he says can be done by blending
technique and software with outsourcing opera-
tions. “It would considerably reduce work if not
totally eliminate it!” he adds.

IT is about building platforms, says Shan-
tanu Ghosh — and while it is possible that one
could have expertise in both IT and BPO, it does
not give either an added advantage. It would
be wrong to say that having a business model
focussing on only IT or BPO is the right one.
“Cloud computing and new technologies could
allow mid-size firms to grow without investing
heavily in building infrastructure,” points out
Mittal. Ultimately, the client has to take a call.
Rohit Kapoor says that with clients increasing-
ly looking at outsourcing even their core areas,
knowledge-based services is gaining ground.
“In some extreme cases, IT and BPO companies
collectively end up taking 70-80 and even 90
per cent of the spend of the clients. Though on
an average it would still be around 10 per cent,”
he says.

Consultancy to drive growth

Would it be fair in such cases to position BPOs as
emerging consultancy firms of tomorrow? There
is a difference between consultants and us, points
out Swaminathan, explaining that consultants
would advise client on the route that if followed,
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would make them look good.
“We say if you do this, and fol-
low this, it, will make you look
good, and we will do it to make
you look good. Consultants
only give advice. We not only
give advice but also put it in
practice,” he adds.
“Increasingly, we have to move up the value
chain and offer transformational solutions to
allow a client to remain competitive,” concurs
Shantanu Ghosh. “We are expected to have the
domain knowledge of the client’s business and
like their CEOs have to think differently to of-
fer compelling propositions to enable clients
to stay ahead in the game,” says Rohit Kapoor.
Mittal also pointed out the increased outsourc-
ing work in automotive designing, engineer-
ing consultancy and other top value-adding
services like analytics and market research. He
says it would not be surprising if in the coming
years complete manufacturing would be out-
sourced with companies content with manag-
ing just the brand. Some electronic companies
— as also computer manufacturers — are already
doing that. In essence, BPO in the emerging
years could be looked on as
consultants plus practitioners.

Competing with clients
In this emerging scenario
could one foresee the pos-
sibility of BPO consultants
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aiming to become masters —
doing what their clients are do-
ing instead of remaining mere
service providers of vendors of
some core/non-core inputs for
the business? While the panel-
lists agreed that this could the-
oretically work, it was at best
a remote possibility. None of the current own-
ers in the industry harboured such ambitions.
In quite a few cases, private equity firms have
significant holdings in BPOs.

With skillsets honed over several years, it
is true that BPO firms may have the necessary
capabilities of manufacturing or providing a
bouquet of services similar to their clients. But
this wouldn't necessarily mean that they would
wish to take on the associated risks of building
brands and setting up their own marketing and
distribution chains. In retail goods, these risks
are pretty high and failure of even one such
initiative could well be fatal to the group.

Keshav Murugesh argues that while spe-
cialisation across various verticals would be-
come common, and the leading BPO companies
would be able to replicate the
entire business of their clients,
he did not foresee vendors be-
coming owners and competing
with their clients, particularly,
in service areas like insurance
or sales. Rohit Kapoor says
that with service providers
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increasingly taking on core jobs, there could be
a trend where service providers sought a share
in the value addition from their clients, provid-
ed they also took the business risk of conver-
sion of sales. “We could see a move towards a
collaborative business model with service pro-
viders seeking a share in profits.”” This view was
corroborated by Swaminathan of Infosys. Col-
laboration, not competition, could be the new
mantra going forward.

New entrants

But unlike traditional manufacturing industries,
one does not hear about the second generation
of successors in IT about their thought processes,
ambitions or aspirations. Is the next generation
being groomed in the industry for such senior
roles? And is there scope for new entrants?

The general view of the panellists was that
the industry is young and many entrepreneurs
in the field are also young. So succession is not
a crying issue at this stage. The industry is in a
growth mode and there is enough space for new
entrepreneurs to enter. Keshav Murugesh feels
that the landscape is wide and broad enough to
allow new entrepreneurs to come in. “Especial-
ly those who are sharply focussed in their own
areas of expertise,” he says.

Giving the example of analytics, Murugesh
says this is one area which could see non-linear
growth in the future. This area does not require
too much capital and the entry of new players
will continue. Few big, old industrial houses
have succeeded in entering this area. Rohit Ka-
poor says that this industry will always be peo-
ple-driven, with professionals driving growth.
“Most clients insist on knowing the persons who
they will be interacting with, and the second tier
of leaders who will handle their jobs in his ab-
serice. [ do not see it becoming a family-oriented
business where ownership will be passed down
generations to generations, except in certain cas-
es where the company holds strong intellectual
property rights or continue to remain promoter-
funded,” he adds. Swaminathan concurred with
the view saying that at the end of the day even
in such cases, it would be professionals driving
growth even as brand history and scale of opera-
tions will matter. Though some breakaways by
existing employees to start a new business, can-
not be ruled out.

Poor investor awareness

Investors, especially in India, have not really
been able to appreciate the rapid strides made
by the BPO industry over the last decade. Becom-
ing a partner in bringing about transformational
change has not really sunk in. That is one of the
reasons why there are not many BPO companies







