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introduction

The terms ‘strategic sourcing’ and ‘sourcing strategy’ 
are in wide use in sourcing circles, but there is little 
shared understanding of precisely what they mean. 
The result is not just linguistic confusion. By not clear-
ly identifying and distinguishing what makes an ap-
proach genuinely strategic, companies run the risk 
of ending up with a series of tactical operating mod-
els that may deliver short-term cost benefits but that 
lock in existing inefficiencies and fail to address the 
root causes of poor performance. The strategic ap-
proach in contrast results in an alignment between 
sourcing options and business objectives, and in our 
experience, it leads to more significant and sustain-
able benefits for the company. This paper describes 
strategic sourcing, proposes a standard set of defini-
tions, explains what distinguishes strategic from tacti-
cal sourcing, and indicates why we think that the for-
mer approach can be a significant differentiator for 
companies as they strive to enhance their competi-
tive advantage.

What Is Strategic Sourcing?

Strategic sourcing goes beyond the simplistic formu-
la of ‘outsourcing what isn’t core’. Instead, a strategic 
approach to sourcing connects the company’s oper-
ational base to its business aspirations. It ensures that 
the service delivery model is not only aligned with, 
but can also help to drive forward, the critical opera-
tional and information technology (IT) aspects of the 
business strategy. This approach means going back to 
basics by considering the direction in which the busi-
ness is heading and using sourcing options to help 
take it there.

A well-constructed sourcing strategy should address 
three fundamental questions:

Where are we? How effective and efficient 
are our current capabilities?

Where could we be? What are the incremen-
tal opportunities?

How can we get there? What is the roadmap 
that will allow us to move forward?

Like many things in business, ambition is a moving  
target. Developing and implementing a strategic 
sourcing strategy is complicated by changes in execu-
tive leadership, market pressures, shareholder expec-
tations for near-term results, and the like. Yet, when 
designed and implemented properly, the benefits of 
sourcing programmes are compelling.

A sourcing strategy is a process, not an isolated deci-
sion. It continuously:

Balances internal and external activities, ser-
vices and know-how;

Aligns business strategy, business processes 
and IT services; and

Balances the results that must be achieved 
and the future options available.

In today’s fast moving, competitive environment, all 
major projects need to be aligned with corporate  
objectives. Sourcing has the potential to deliver sig-
nificant benefits, but large projects require substan-
tial effort and often result in considerable change 
in the organisation. These projects demand resour-
ces and management attention that, depending on 
corporate priorities, may be better directed else-
where. Good contracts often founder because align-
ment with the corporate operating model is not  
adequately addressed. All of these factors should  
be considered prior to initiating sourcing activities.
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Strategy and Operations

In broad terms, the two key questions a company  
faces are what to do and how to do it. One way to  
address these questions is through a consideration 
of the interaction between four distinct views of 
the company. At the highest level is a corporate or  
enterprise strategy. This is a clear statement of 
the company’s target proposition, and what makes 
it unique and differentiating. Determining the cor-
porate strategy will involve a number of choices; for  
example, around the product or service offered and 
the market segments targeted. The corporate or  
enterprise strategy will inform the strategies of indi-
vidual business units in the company.

The corporate strategy is an outward-looking view. It 
in turn informs — and is informed by — an operating 
model, which is an internal view of the way the com-
pany should be structured, for example into function-
al areas or business processes, in order to best meet 
the requirements of the corporate strategy.

The next level of detail is a sourcing model, which 
specifies the internal or external organisations or 
groups that will perform the activities needed to de-
liver the functional areas or business processes set 
out in the operating model. Finally, and supporting 
the sourcing model, a service delivery framework 
provides a detailed mapping of how and to what lev-
el of quality each of the required services are to be 
delivered, and how the supply and demand of these  
services will be managed.

In summary, then, the corporate strategy sets out 
what the company is trying to achieve; the operat-
ing model sets out how it will organise itself to do 
this; the sourcing model defines who will be re-

sponsible for performing the required activities; and 
the service delivery framework shows how these  
activities will be efficiently delivered to the required 
level of service.

Turning the Sourcing Model Into a 
Sourcing Strategy

Typically, separate business units and geographies  
— and often individual functional units within these — 
will have their own distinct sourcing models. In order 
to transform such discrete or tactical sourcing into a 
sourcing strategy, two conditions are required. 

First, the distinct areas within the sourcing model 
must be joined up across business units, functions and 
geographies into a single, coherent picture. Second, 
and most important, the joined-up sourcing mod-
el must be aligned with the enterprise strategy — 
and hence the operating model — in particular, the  
objectives for growth and change implied by the en-
terprise strategy.

Such a joined-up approach will lead to a clear frame-
work for sourcing across the company, consisting of 
a series of guidelines and decision trees that will en-
able specific business activities to be categorised and 
evaluated, and thus each aligned to a set of well- 
defined sourcing options. This in turn will determine 
the optimum sourcing state at the local or business 
unit area.

Many sourcing approaches are available: not just  
external options such as outsourcing or offshoring 
or even insourcing, but also internal reconfigurations 
to shared services or centralised utilities centres or  
decentralised competence centres. Through a wide 
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consideration of these various sourcing approaches, 
the strategic sourcing process ensures that the lo-
cal sourcing state, and hence the local service deliv-
ery model, is not only aligned with the critical oper-
ational aspects of the business strategy, but also can 
help drive them forward. Further, it will be a straight- 
forward and transparent matter to ensure that each 
local sourcing state is flexible and responsive to the 
changes in operating model or enterprise strategy.

Benefits from Strategic Sourcing

The tactical approach to sourcing is characterised 
by service models at the business or functional lev-
els that pull in opposing directions, a lack of standar-
disation and consequently waste of supply or pur-
chasing leverage, and the appearance of unexpected 
dependencies and risks across the business. The re-
sult is a dysfunctional operating model that locks in 
existing inefficiencies without addressing the root 
causes of poor performance or the future needs of 
the business. One unfortunate consequence of the 

growth of outsourcing to encompass not only IT but 
also business processes and increasingly higher-value 
knowledge processes is that the tactical approach is  
becoming more prevalent. And the silo mentality that 
accompanies distributed organisations further exac-
erbates the problem.

In contrast, by connecting a company’s operational 
base to its business aspirations, the strategic sourcing 
approach has two advantages. First, and most impor-
tant, it shifts the emphasis from short-term cost-cut-
ting and process efficiency to a focus on the strategic 
change imperative and long-term value creation of 
the enterprise as a whole. This shift in emphasis does 
not mean that significant cost improvement cannot 
be achieved. On the contrary: the second key advan-
tage of the strategic approach is that by creating an 
opportunity to identify the optimum service frame-
work across the company, scale economies can be 
maximised and more significant and sustainable cost 
savings delivered than via the tactical approach. 
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The 10 Golden Rules of Strategic Sourcing

1.	 Avoid a piecemeal approach: Leverage sourcing as an integral component of your overall 
business strategy.

2.	 Be strategic: Ensure that your service delivery model is not only aligned with, but will also drive 
forward, the enterprise’s ambitions.

3.	 Take a holistic, enterprise-wide approach: This will maximise economies of scale, avoid 
duplication and ensure continuity of standards.

4.	 Sourcing is not synonymous with outsourcing: Review your present operating model and 
create a roadmap for future requirements that considers all of your options both internal and 
external, while balancing value, risk and speed.

5.	 Sourcing is an ongoing process, not an isolated decision: By deploying flexible services 
from wherever they are best provided, you can quickly and effectively respond to changing mar-
ket conditions.

6.	 View service providers as partners: By keeping service providers informed of business goals 
and constraints as they evolve, and by structuring the relationship so that it is beneficial to both 
sides, your partners can innovate and transform in order to provide long-term value.

7.	 Ensure buy-in: Executive sponsorship, centralised management and company-wide support are 
vital for success.

8.	 Identify the changes necessary to move to the new model: Communicate a compelling 
vision of the future that conveys the competitive advantage for the company and the opportuni-
ties for employees.

9.	 Service Management & Governance: Develop a corporate Service Management & Gover-
nance function with the skills and systems needed to drive effective sourcing strategy, execution 
and management.

10.	Seek independent advice: Develop an informed perspective on your current operating costs 
and performance vis-à-vis the market and the future potential of your target operating model.
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Conclusion

Strategic sourcing is an instrument for flexibility. 
Neither a rigid decision nor a static contract, sour-
cing should and increasingly is being viewed as a “top-
down” tool to connect strategy with implementation. 
It means moving away from providing services, on a 
function-by-function or business-unit-by-business-unit 
basis, to managing services on a company-wide scale. 
Designing and implementing service propositions 
that capture enterprise scale and maximize syner-
gies is not easy and requires that a company address-
es interconnected needs and capabilities across often 
far-flung global operations. However, financial servic-
es firms and companies across all industries that can 
move in this direction will enjoy better performance 
and cost efficiencies than organisations which persist 
with a function-by-function approach and redundant, 
subscale services.

Many executives fall into the trap of thinking of 
sourcing initiatives as merely tactical or technical  
projects rather than long-term, significant strategic 
programmes that fundamentally change the profile 
of the organisation. It is vital that companies do not  
underestimate the strategic value of their sourcing  
relationships as the foundation for ongoing success.

LOOKING FOR A STRATEGIC PARTNER?

TPI’s Global Financial Services practice has served 
more than 135 unique clients across asset manage-
ment, banking, capital markets, mortgage proces-
sing, insurance and private equity with advisors in the 
Americas, Europe, Asia and Australia. 

TPI’s Financial Services experts can help you achieve 
your organizational goals through objective advice, 
knowledge of your industry and experience with com-
plex arrangements. 

Looking for a strategic partner? Contact Tony 
Rawlinson, Partner, Global Financial Services prac-
tice, at +44 1403 791888 (tony.rawlinson@tpi.
net) or Dr. David Howie, Senior Advisor, Global 
Financial Services practice, at +44 7789 771665 
(david.howie@tpi.net).
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