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Team masters outsourcing is on the verge of entering the business of IT-outsourcing. In the following we will discuss different aspects and strategic considerations that will have to be made, in order to becoming successful in its market. When starting a firm it is crucial that you have a thorough and well thought through strategy. This is especially so when starting a firm today in the information age. A well-defined and good strategy is not equivalent to a successful enterprise, but without, the opposite will be a near coming fact. With this in consideration we go trough the process of developing our enterprise strategy for Team masters outsourcing. We could of course do the simple and certainly short term solution of disregarding the fact that we have competition in our line of profession, and rely on that potential customers will choose us because we are really well educated and know what we are doing. But we know we have several competing firms, and we also know that to be a successful business we cannot see past the fact that we have competent competition. Our conclusion is that we need a good strategy, not only to have success, but also to survive. The question is what strategy is best for our line of work.

First of all we ought to look at what market segment we will find our customers in and how we can obtain them. Further we must survey if the demand for our kind of service is large enough for us to survive, or if the supply for this kind of service is filled. More precisely we must find out who our competitors are, what they offer their clients, and if we can take over these customers by providing them a better offer. In that case we must be prepared to handle our competitors’ attempts to reclaim not only the lost customers, but additional customers as well, perhaps just to make an example. This could be an expensive strategy if the adversary has plenty of resources, and it might be smarter trying to obtain clients that do not have their computer management outsourced. 

Options

When deciding whether to start off at a small or large scale, we have to analyze the market and our competition, as well as our potential customers and their situation. If the marked is small and we have a lot of competition we should reconsider and examine the possibility of starting a company in another area. Let us say that we have a chance to make a successful business in a certain segment, what amount of equipment should we buy, how many employees, localization and so on. It might be reasonable to start our outsourcing business at one location, and if necessary expand to other areas as we grow. 

What about our first building? Should we buy just enough to cover the needs of the expected number of customers for the first year, or should we think more long-term? On one hand we might get a steady customer increase and have the need of all available space, but on the other we might get fewer customers than anticipated, and risk being stuck with a lot of space that we have no need of. This might be expensive, as real estate is quite costly. We need to make an evaluation of the benefits and disadvantages of buying a huge building vs. a smaller one. Having the extra space implies an opportunity cost, but what if we could use this space for something else, like putting some of it out for rent giving us an extra income. In that context it is important that we do not rent out all unused space, and that we only do it for short periods at a time. This is of course because we might need some extra space to serve new customers. What then if we choose to buy a smaller building with just enough space to handle the expected amount of customers for two years? The opportunity cost mentioned above would be nearly non-existent, but we could also risk loosing potential customers by not having enough capacity to meet their needs. We need to make an evaluation of what expenses we can afford vs. the lost income of not expanding as fast as we have the potential to do.
Another important consideration is what amount of equipment to buy and install. If we install large amounts of equipment we will be able to meet the new customers’ needs and have everything up and running in a short amount of time. On the other hand we must consider the risk of not getting as many and large customers as first expected, and we get stuck with expensive equipment that we do not use. This certainly is money down the drain, but might be necessary to obtain new customers. Among others we can advertise that we will have a very short setup-period for new customers. If we later find that we have no use of the extra equipment, we may sell it, but of course at a lesser price. This might be necessary for cutting our losses. An advantage of buying large quanta of equipment at once is that we might get quite beneficial quantum discounts where we save much money compared to buying smaller quanta several times. Selling one third of the equipment at second-hand price might be beneficial to buying two third at full price. There is also the issue of interests of the mortgage. The interest might be so high that it is more beneficial to buy just the equipment you need at once, although this means full price. An option might be to invest in equipment that is easily upgraded, as e.g. racks of blade-servers and cluster-storage solutions where additional units may be added later with little costs. This comes at the price of a higher initial investment, but will probably be considerably cheaper than to buy a completely new system later. As we see there are a lot of uncertainties and considerations to make, and the benefits of buying in large quanta can be high if the demand for our service is high, but it can also be catastrophic if the market for outsourcing is low. 

When buying the equipment there is also the consideration of choosing the right type of interest on the mortgage, the fixed or floating. The fixed interest is mostly somewhat higher than the floating, and for that reason you may be tempted to choose the floating one. But what if the floating interest goes up in near future and becomes higher than the current fixed interest? In the long run you will then be better off if you had chosen the fixed interest. When deciding what to do you should take into consideration the current interest compared with previous interests.

Added value

If starting up an outsourcing company, it’s important to figure out what processes that will create the revenue streams. As an outsourcing company, one doesn’t produce any real products. Those who fall under this category we can say add to their value through the following steps. They buy raw materials, and from these they make the product to be sold. This is regarded as the traditional way of producing goods and earning money. Another way to create value and revenues is to provide a service. These kinds of services do not always fit the traditional input-production-output models and will have to be handled accordingly. An outsourcing company will fall into the latter category by providing an IT-service on behalf of a customer. 
In a company who specialize in outsourcing IT-management we would enter long term agreements with customers, taking over responsibility for administrating and running web servers, application servers and the like. This could further be expanded with backup solutions, hardware sales etc, which will hopefully lead to further lock-in for the customers if we manage to sell proprietary solutions. A difference however with other participants of a workshop market, like lawyers and doctors, is that we cannot reduce the duration of a job as this is specified by a contract. We may however earn more money if we reduce the amount of time used on each customer, thereby making room for a larger number of customers. 

Consumers

Based on how a company in the outsourcing business creates its revenues we need to look at who the costumers are likely to be. The really large companies are most likely to have their own large and complex IT-department that would do the job themselves. In addition to that, if the outsourcing company hasn’t any reputation in the business from other areas of expertise it would be difficult to get the big ones as costumers. In fact it could prove difficult without a real reputation within the outsourcing community itself. What an outsourcing company should aim at is the middle-sized companies that are not quite big enough to sport their own adequate IT unit staff, but still got the economy and needs to pay for such a service. An outsourcing company totally new to the marked should probably try to first reach the ones on the lower scale of these companies. From there it’s possible to get bigger clients as the reputation increases.

To establish a name in the market it is important to act professional with clear contracts of responsibilities and clearly defined limits. This is easier said than done though, but lawsuits with former clients are a certain way to damage your corporate image and reputation. To build a customer base it is important to know your competitors and what they provide. Do we manage to find a niche, or do we have to compete for the same clients? Probably both, but if we can’t find a niche, we need to be able to provide better prices, services or agreements. This, along with the use of regular marketing activities, will put the company in a favorable position with the audience.

Issues concerning IT-outsourcing and lock-ins

To survive as an outsourcing company, a good strategy is, as mentioned, of great importance, and one important aspect of such a plan for survival is handling lock-ins. Lock-ins are regarded more as the norm than an exception in the IT-business, and for an outsourcing company it would be both a strategic goal and a threat against its existence. By locking the customers to our specific offers, there is a great potential for profit and stable earning, while at the same time there is a risk of investing too much in a specific hardware or software base, locking the company to a certain vendor or type of technology. One such example is whether our IT-outsourcing company should invest heavily in a UNIX and Sun type of platform, or perhaps go for a Intel/Windows or IBM/Linux solution. Those choices are also partly influenced by the specific customer base the firm is targeting, and their needs. Traditionally a UNIX/Sun platform seems to have been more frequently used in larger corporations demanding larger amount of computational resources, while smaller enterprises with moderate needs often seem to have ended up with solutions from Microsoft/Intel. These are for the most part non-compatible architectures, and represent a large investment in long-term equipment, with large switching costs attached to them. Sun is among others previously known for having “comfortable” margins on their sales, controlling both the hardware platform and operating system (Solaris). This effectively created, at least in part, a technology lock-in for their customers. One strategy could be to invest in several architectures, thereby preserving more independence, but this is also an expensive solution. The benefits of having a single technology platform are several, and administration of a single type of operating system, interface types and hardware will reduce managing costs and simplify overall system use and maintenance. One recommended tip is to concentrate on open standards to minimize the use of proprietary solutions. An outsourcing firm for IT will undoubtedly have a large need for databases, and this is a typical area for software lock-in. Buying a solution from a commercial vendor will very often result in large switching costs, as data must be converted from one format to another, costs growing with the amounts of data. By demanding a solution that supports an open standard like SQL, such costs could be reduced. If possible, the use of a software platform like Linux should probably be considered, as this is based on open standards and has no proprietary solutions. This will at least reduce use of such proprietary solutions and thereby reducing the switching costs, since all formats and standards are open. Such an approach also has other legal and technical problems that should be considered. Even though the switching costs of the technological platform will decrease with time, this is a fundamental choice that needs careful consideration before starting an outsourcing business. As mentioned, we are also somewhat bound by the requirements of our customers. If all customers in our market segment use the Windows platform, then it seems that we to some extent already are enclosed in a technology lock-in. Not due to our personal choice, but as a result from the lock-ins or choices of our customers. 

In the strategy for keeping our customers, our trade would seem to have certain advantages regarding our merchandise. As we will not sell physical products, but provide IT-services for companies, we will probably handle business critical information and services. “If it isn’t broke, don’t fix it” is a proverb often applied on critical components, and the risks and costs attached to switching the provider of these kinds of services will probably be perceived as high, unless the current service level is well below specification. Risking a full stop in productivity while moving data from one outsourcing firm to another, would probably make the decision makers sweat somewhat. But, as the existing customers probably will be somewhat reluctant to leave you, it will probably likewise also be difficult to attract new customers from competitors, and the expected revenue streams from these customers will have to be estimated, to adjust the effort spent to acquiring them. Due to their high switching costs and a lock-in with your competitors, the easiest strategy for building a customer base would probably be to attract new customers. Few customers however, are willing to hand over such valuable assets to you unless you have a respected name in the market. This could also be an important, albeit somewhat different problem that would have to be solved. One solution would be to subsidize influential customers. If you manage to contract reputable consumers, this will help your image and brand name in the market, and hopefully attract new customers. Such customers are however most likely to be highly aware of this, and therefore might not come cheap, but the alternative costs might be even higher. This approach should probably be combined with discounts and introductory offers, helping you grow a customer base. Such offers might be of a higher service level the first year, extended storage capacity and processing abilities or better guarantees. When a contract is near its conclusion the negotiations will restart, and it will probably be viable to have some price reductions or extra offerings, as this is a branch point where the likelihood of the customers switching IT-provider is high. Selling specialized and proprietary solutions are recommended as a possible cure, and this could be done in different ways, i.e. by letting the customer buy a solution where they may monitor their IT-resources better and dynamically upgrade storage space and processing capabilities through your proprietary interface. Another recommended way of improving your revenues is selling access to the customer base to third parties. This would probably not be a good idea in the case of an IT-outsourcing company, as the number of customers might be relatively small, depending on customer segment. Another more important point is that this would be regarded as illegal, at least if operating in Norway, unless it is explicitly granted by the customer. Customer discretion is also an important issue to consider, as some customers probably would like to keep the whereabouts of their data confidential. To attract customers running other technical platforms than the ones we provide, offering good deals on equipment and upgrades if migrating to our platform is a strategy currently being used successfully (e.g. Microsoft offering cheap server software if switching from Unix). Using a bonus program is another possible strategy to locking in the customers in a market with similar products and several competitors. This could be done by offering a certain price reduction after each successive year, or after like three years, reducing the costs of using our service on a per-year basis or in steps. As a company we are of course interested in locking the customers to us and subsequently charging higher rates, so this is a strategy that would have to be analyzed somewhat in detail to find the right solution and price reduction. This is in many cases done by calculating the future revenue streams from the customer based on as much and accurate information about the customer and the attached switching costs as possible.
This are just some aspects of the strategic elements that will have to be evaluated when starting a business, and succeeding in a market demands both a mix of skill and luck. By understanding as much as possible about the market you operate in, and how it works, you will however reduce the needed portion of luck and thereby improve your chances of becoming successful player in a competitive market.
