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COMMENT   |   MaNaGING INDIrEcT SpEND 

Indirect spend is a notoriously dif�cult area 
for CPOs to control. With the average large 
organisation employing thousands of staff 
with the capability to approve external 
spend on non-production items it soon 
becomes incredibly complex. 

Because of this, it also offers huge 
potential for savings through improved 
demand management, consolidated 
spend and improved governance. 

CPOs must get involved and in�uence 
buying behaviour across the entire 
organisation, and in every category, and 
they must apply the same amount of 
rigour to indirect categories as they do 
to direct materials. And with the gaze of 
CFOs �rmly set on achieving yet more 
savings, it becomes even more important. 

This research shows that, while there is still 
much work to be done, CPOs are tackling 
the area. 

One way of doing so, is to engage with an 
outsourcing partner which can often bring 
category expertise, greater buying power 
and improved compliance to an organisa-
tion�s indirect spend categories. And, while 
it continues to struggle to match the likes 
of HR and �nance in terms of uptake, there 
are signs that procurement outsourcing is 
really taking off.

However, while outsourcing is certainly a 
viable solution, the most important issue is 
to focus on the challenge itself. 

After all, what might work for one organi-
sation is not certain to work for the next.

Comment
 David Rae 

Editor – Procurement Leaders

David Rae
Procurement Leaders
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Getting Spend under Control
 Leif Bohlin 

Vice President – Capgemini Procurement Services

Leif Bohlin
Capgemini Procurement Services

Managing indirect spend is complex and 
labour intensive and includes the sourcing 
of complex goods and services such as 
IT, professional services, facilities manage-
ment and marketing, among others. 

However, there is still a major difference 
between those companies that have been 
able to harness their spend and those 
that have seen years of costs slip away. 
According to the German Association 
of Materials Management, Purchasing 
and Logistics (BME), the average cost 
per order is �120, with some companies 
topping �200 per order, while others 
are able to complete the purchase for 
less than �10 showing clear room for 
improvement at many organisations. 

We at Capgemini Procurement Services 
believe it is hugely important to get indirect 
spend under control, either through a 
centralised process within a shared service 
centre, or through an outsourcing initiative.

From this, we have developed some 
key ideas for how a comprehensive 
approach to indirect spend can be 
developed. We hope they will serve as a 
useful source of inspiration for your future 
indirect purchasing agenda. Feel free 
to contact either myself, or one of your 
local Capgemini Procurement Services 
representatives, if you would like to 
discuss how these insights can guide your 
organisation. 
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Management Summary

In mid 2010, Procurement Leaders 
and Capgemini Procurement Services 
conducted joint research to identify the 
most important drivers in indirect spend 
and the outsourcing of indirect spend. 
The study was designed to understand 
the relationship between strategy and 
risk management, which, as our �ndings 
showed, proved to be strong.

Managing Indirect spend is complex. 
Many different stakeholders, a huge variety 
of processes, thousands of suppliers and 
various demands must be managed. This 
is re�ected in the split of the procure-
ment department�s staff � around half the 
relevant headcount is dedicated to indirect 
spend, yet it covers only 5 to 15% of an 
organization�s spend. 

As a result, automation is the logical 
consequence to get more control of the 
processes and it is of no surprise that 
Supplier Relationship Management 
(SRM) is still on the rise on the corporate 
agenda � 70% of those questioned see 
SRM as a focus area. 

Gaining more knowledge about spend and 
suppliers supports another big trend of 
the survey � improving spend visibility 
(52%), which reinforces the need to better 
collaborate with suppliers in order to 
achieve greater ef�ciency. 

The top three indirect spend areas under 
procurement�s control are of�ce services 
and supplies (92%), travel (84%) and IT & 
telecoms (83%). For the last two categories 
the picture has changed dramatically during 
the last 10 years, as these used to be under 
the jurisdiction of department managers.

The other big topic on procurement�s 
agenda is outsourcing. In the past, 
outsourcing deals were done without the 
involvement of procurement and relied 
on third parties to prepare the deals. But, 
according to the results of the survey, 87% 
of procurement professionals claim to be 

involved in the negotiation of outsourcing 
deals. There is also active involvement in 
contract management and supplier 
selection (72% and 71% respectively). Also 
worthy of note is the use of intelligence 
gathering and market intelligence, 
practiced by 55% of respondents. 

In terms of speci�c categories of indirect 
spend, 50% of respondents indicated that 
facilities is high on their priority list, which 
is slightly ahead of IT and telecoms 
(49%) and software and IT professional 
services (45%). 

Procurement departments seem to become 
more open to outsource their own work. 
12% are currently outsourcing parts of 
procurement. The most commonly out-
sourced functions are support services like 
eProcurement systems management; 
51% are currently doing so. The second-
most outsourced function is procurement 
transaction processing. Among those 
who outsource procurement, nearly half 
(44%) is currently choosing IT service 
providers, again highlighting the reliance on 
technology. Combined, these �ndings might 
re�ect that procurement does not have ef�-
cient technology in place to ef�ciently handle 
these functions on its own.

In terms of adoption, 24% indicated that 
outsourcing was a future consideration, 
but 49% believe that they will see an 
uptake in the next year. When asked 
about the speci�c timelines, procurement 
executives err on the side of caution with 
47% planning to outsource within 1 to 2 
years and 17% looking at 3 to 5 years.

Procurement executives look for proven 
capability (86%) and spend category 
expertise (84%), when selecting out
sourcing providers and the biggest 
concern are unclear fee structures (56%), 
followed by infrastructure and capacity to 
deliver (55%), the latter of which highlights 
the recurring theme of a lack of trust in 
suppliers. 

1 – Positive 36.97% 
2 – Negative 17.65% 

What is your perception of 
procurement outsourcing?

3 – No opinion 45.38% 

The overall opinion about procurement 
outsourcing reveals a positive outlook: 
more than one-third (37%) expressed 
a positive opinion with less than half of 
that (18%) a negative opinion. It shows 
that procurement outsourcing is on the 
right path, but still has some way to go 
to establish itself in the mainstream of 
outsourced business functions.
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The business process outsourcing (BPO) 
industry is expanding even post downturn, 
due to the bene�ts it offers to companies in 
terms of compliance and the ability to focus 
on core operations. Today not only non-core 
work is outsourced, but also more value-
added work, such as procurement and 
logistics, knowledge and legal processes.

According to Capgemini Procurement 
Services, outsourcing is only possible to 
do successfully if you have the right focus. 
To them, the right focus is capitalizing on 
�what is important�, while �how it is done� 
is secondary.

In outsourcing mod-
els following a �how 
approach� every task is 
de�ned in a so-called 
�statement of work�. In 
this document, all tasks, 
processes, and func-
tions are accounted for, 
in fact, each and every 
task carries a price tag, 
which is invoiced by the 
outsourcing provider. 
The motives for this 
approach are easy to understand: both the 
customer and the outsourcing provider are 
aiming for control. While the outsourcing 
provider aims to invoice every completed 
task, the customer is keen to ensure that 
they do not get overbilled. 

But it�s an approach that is proven to be 
time consuming and requires an extra
ordinary amount of resources. Essentially, 
both parties spend a great deal of time 
discussing what is done, what should be 
invoiced and conversely, what did not 
exist in the statement of work. As a result, 
outsourcing engagements become much 
more cost intensive.

With the �What-Approach�, the focus is 

BPO � the answer to your 
indirect spend problems? 

 Pontus Björnsson 
Head of Solutions & Marketing – Capgemini Procurement Services

reversed: companies capitalize on the 
�what is important part�. The outsourc-
ing provider and the customer agree on 
targets, which they pursue jointly.

As soon as a company decides to out-
source its indirect spend, it must consider 
two major areas �strategic and operational 
procurement services.

Strategic procurement services 
Strategic procurement is often forgotten in 
the indirect procurement space, which is 
often seen as non-strategic and complex 
due to the nature of spend patterns and 
business impact. Consequently, they are 

often managed alongside 
other, more strategic, 
categories or, even 
worse, are left unman-
aged.

But strategic procure-
ment techniques, which 
maximise the value of 
category management 
and sourcing, boosts 
savings by leveraging 
global commodity 

expertise and uses contracting tools and 
process ef�ciency should be employed in 
indirects.

Operational procurement services are 
used to industrialise tactical procure-
ment activities and to help with end-user 
support management and AP processing.

Downstream procurement is in many 
cases a policing operation, but that need 
not be the case. By providing operational 
services, such as buying support, spot 
buying, compliance and administrative 
services on a global basis, procure-
ment can become proactive gatekeepers 
that effectively manages the wider 
organisation�s purchasing needs. 

Pontus Björnsson
Capgemini Procurement Services

�The motives for this 
approach are easy to 
understand: both the 
customer and the out-
sourcing provider are 
aiming for control.�
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Procurement Leaders and 
Capgemini
Procurement Services conducted 
this research to analyze the drivers in 
indirect spend and the outsourcing 
trend. The study was sent out to the 
Procurement Leaders Network in 
Europe. Target group were CPOs and 
procurement directors.

Over 190 CPOs and other senior pro-
curement executives from all over the 
world, and a wide array of industries, 
took part in the study, with response 
rates from the UK, the US and Swit-
zerland being higher than those from 
other territories. Of those questioned, 
85% named procurement as their core 
responsibility, 11% listed supply-chain 
management and just 1% operations. 

A range of companies and industry 
sectors were represented, with almost 
three-quarters (72%) of procurement 
professionals coming from companies 
with an annual turnover of more than 
Euro 1bn. Over half of respondents 
look after a procurement volume of 
Euro 1bn, and about one third (30%) at 
a volume of more than Euro 5bn. 

As far as the size of procurement 
functions is concerned, the �ndings 
revealed that, on average, 103 procure-
ment specialists cover direct materials 
and services, while an average of 76 
procurement specialists are dedicated 
to the sourcing of indirect materials 
and services. This ratio is interesting as 
indirect spend covers only 5�20% of 
the total spend and yet a great deal of 
resources are dedicated to it. 

Outsourcing indirect spend  
� new landscape, new drivers?
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1 - HR / bene�ts 24.03% (31) 
2 - IT management & infrastructure 48.84% (63)
3 - Payroll 38.76% (50) 
4 - Finance & accounting 17.83% (23)
5 - Manufacturing 21.71% (28) 

Which business are you currently outsourcing?
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6 - Logistics 31.78% (41)
7 - Real estate management 21.71% (28) 
8 - Procurement 12.4% (16)
9 - Legal 13.18% (17) 
10 - Other 20.93% (27)

21 3 4 5 6 7 8 9 10

1 - IT & telecoms 82.71% (110)
2 - Marketing services 63.16% (84)
3 - Human resources 53.38% (71) 
4 - Facilities management 79.7% (106)
5 - Utilities 73.68% (98) 
6 - Professional services 79.7% (106)

Which of the following indirect expenditures are managed by procurement?
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7 - Of�ce services & supplies 91.73% (122)
8 - Fleet 67.67% (90)
9 - Logistics 71.43% (95) 
10 - Travel 84.21% (112)
11 - Other 14.29% (19)

1 2 3 4 5 6 7 8 9 10 11

�We outsource very speci�c elements 
of our procurement � at the moment 
there just isn�t the expertise available 
in the marketplace for a wholesale 
shift to procurement outsourcing� 

� sENioR EURopEAN-bAsED CPO. 

across the wider business. According to our 
�ndings, procurement plays a major role in 
negotiation (87%), contract management 
(72%) and supplier selection (71%). However, 
procurement�s growing strategic in�uence is 
re�ected in the role it plays in the intelligence 
gathering and market analysis (55%).

Surprisingly, given the volatile market 
conditions experienced in the recent past, 
procurement is still kept at arm�s length 
when it comes to risk and performance 
management. Only 41% indicated they 
were actively involved in risk management 
decision making, and the same was true 
for performance management. 

Note: The above percentages re�ect the 
top two scores combined (5 and 6) on a 
six point scale. 
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�For certain commodities procurement adds 
no-value by doing it itself � by outsourcing you 

can save money and still deliver the kind of 
performance that the business expects and needs� 

� CPO FRom A pAN-EURopEAN FiNANciAL giANt.
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MANAGING RISK A MAJOR DRIVER 
Unsurprisingly, given the current 
economic climate, when it comes 
to selecting an outsourcing partner, 
proven capability ranked highest 
in terms of importance (86%) � an 
indication companies are either unlikely, 
or unwilling, to place their trust in 
an outsourcing provider without 
a proven track record of success. 
Spend category expertise was the 
second-most important criterion that 
companies pay attention to as they 
evaluate suppliers; this was supported 
by a response rate of 84%. Total cost 
also showed to be critical (81%), as did 
Return on investment (78%). Trailing, but 

important factors were a supplier�s change 
management capability (63%) and �nancial 
strength (60%). 

Our �ndings indicate a mixed picture when 
it comes to the major concerns or risks 
for those companies considering out
sourcing. The top concern identi�ed by 
more than half of procurement executives 
(56%) was unclear fee structure, implying 
that communication between buying 
organisations and their suppliers is less 
than ideal. Another top concern expressed 
by 55% was the supplier�s infrastructure 
and capacity to deliver, raising the issue of 
trust yet again. This sentiment was further 
compounded by outsourcing core com-

petencies being �agged as another key 
stumbling block by 54%. Price also �t into 
this mix of top concerns as 53% voiced that 
outsourcing fees were too costly. This may 
come as a surprise to those who thought 
that the price of outsourcing has become 
less relevant as today�s companies are 
deviating from low cost outsourcing work 
and instead leverage quality and innovation 
in order to stay competitive. Slightly less 
than half of respondents (48%) stated that 
the perceived loss of control was a major 
concern, a �nding that further feeds into the 
recurring theme of lack of supplier trust. 

1 - eProcurement systems management 50.7%  
2 - Procurement transaction processing 38.03%
3 - Sourcing (full or partial) 19.72%
4 - Direct goods 12.68% 

 What procurement functions have you outsourced?
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5 - All goods & services 2.82% 
6 - Direct goods & services 4.23% 
7 - Indirect goods & services 35.21% 

21 3 4 5 6 79
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LEARNING FROM THE PAST 
Inventory management has been one 
of the key issues facing procurement 
over the past two years, and our study 
does indeed suggest it is the area most 
respondents will be looking for out-
sourced expertise in the future. Of those 
questioned, only 34% currently use 
an outsourcing provider for inventory 
management, however, in future, this 
�gure could rise to as high as 66%, 
as estimated by our respondent base. 
Procure-to-pay might see a similar 
uptake: 52% currently use an outsourcing 
partner for it but in the future, 58% would 
consider using one. Another indication of 

the increasing importance of innovation 
is illustrated by these contrasting data 
points: 60% would use an outsourcing 
partner to leverage innovation in the future, 
but �only� 40% do so now.

FACILITIES MANAGEMENT  
TAKING OFF 
When asked to estimate which areas of 
indirect spend had the most potential 
over the next �ve years, half of our 
sample (50%) pointed to facilities. IT and 
telecommunications (49%), software 
and IT professional services (45%) and 
contract labour (45%) proved to be its 
closest challengers. Marketing, print, 

�As the market matures 
then I think we�re going 
to see more and more 
companies looking to 

procurement outsourcing 
as a means of achieving 

ef�ciencies and cost 
savings� 

� CPO FRom mAJoR UK-bAsED 
coRpoRAtE.  

To what degree is the procurement function involved in 
the Outsourcing decision-making process?
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21 3 4 5 6

1. Intelligence gathering, 
market analysi

3.15% 5.51%  11.81%  24.41%  28.35%  26.77% 

2. Supplier  
selection

0.78%  1.56%  9.38%  17.19%  29.69%  41.41% 

3. Negotiation 1.56%  1.56%  1.56%  8.59%  28.91%  57.81% 

4. Contract management 2.27%  4.55%  8.33%  13.64%  32.58%  38.64% 

5. Performance 
management

1.56%  9.38%  17.19%  30.47%  24.22%  17.19% 

6. Risk  
management

0.78%  10.16%  14.84%  33.59%  25%  15.62% 
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