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Preface
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Global offshoring and outsourcing of services (O&O) is still a relatively young
and fast-growing industry. India was the early pioneer in this industry, tapping
global markets by capitalizing on its large base of skilled professionals and
organizing effectively around this opportunity. The industry’s rapid growth
continues—the addressable market is estimated at USD 450 billion—and
we are witnessing other countries quickly follow India’s lead. The growth
in new geographies is driven by the growing desire by end customers for
multiple country locations. Multiple locations allow outsourcing firms to
leverage complementary country strengths, gain access to a larger and more
sustainable overall talent pool, and reduce risk through diversification.

Over the past few years, the Philippines has established itself as one of the top
countries in the industry, together with India and China. Total O&O revenues
in the Philippines grew from USD 1.5 billion in 2004 to USD 3.3 billion in 2006,
with direct employment of 235,000 full-time employees at the end of 2006.
The country has achieved this because it has the ingredients critical to O&O
service providers and customers:

* large scale people resources, and close to half a million English-speaking
students graduating from college yearly;

* quality, with a well deserved reputation for excellence in communication
skills, inter-personal warmth, customer service orientation, problem solving
abilities, and cultural affinity with Western markets and customs;

* an operational cost advantage, with costs competitive with any supplier
country in the world, including India;

* infrastructure, with world class telecommunication networks and BPO
workplace facilities; and

* the financial incentives, with highly competitive investment packages for
information technology (IT) and IT-enabled services investors, whether
third party services providers or captive regional shared services centers.




Many of the largest multinational participants in the O&0O market, such as
Accenture, Citibank, Convergys, Dell, and HSBC, have already made big
investments here and are planning to expand their presence further.

Given the excess global demand for O&QO resources and the attractiveness
of the resources the Philippines has to offer, we believe it is possible for the
Philippines to increase its share of the global O&0O market to 10 percent and
achieve revenues of about USD 13 billion and direct employment of close to
one million people by the end of 2010.

In order to fully realize the country’s potential in this sector, however, it
is critical that we organize ourselves carefully in order to make sure two
important questions are answered: what needs to get done, and who's going
to do it?

In 2006, a small group of stakeholders in the Philippines came together to
answer these questions. Working with the Business Processing Association
of the Philippines (BPAP) and others in the industry, this group set out a scope
of work to determine how the industry could prepare itself to capture this
next wave of growth. Two important areas of work were needed. The first
was a strategic plan for the industry, a blueprint if you will, which would define
what our goals should be and what we would need to do in order to achieve
these. The second, just as important as the first, was a gameplan to set up
the organization to lead and execute this work. The first part of the work was
named Roadmap 2010 and set out milestones that need to be achieved by
year 2010. The second part of the work was named Team 2010 and focused
on the creation of a full-time group of professionals to lead all of the initiatives
set out in the Roadmap 2010 document.

A group of leading companies from the O&O industry that shared the vision
set forth by the BPAP team came forward with the resources needed to
support the initiative. Shortly thereafter, in March 2007, a multi-sector team
comprised of individuals from McKinsey & Company, several government
agencies, academe, BPAP member companies, and BPAP itself embarked
on an intensive five-month effort to complete Roadmap 2010 and begin to
build Team 2010.




Improve awareness of career opportunities in O&0

Increase talent accessibility

Increase the number of students who enter and complete university
Consider industry needs in curriculum development

Five programs could take the industry close to 10% by 2010 aspiration
BPAP to drive program and track progress

Supporting and sustaining these initiatives

The Talent Working Group

Managing a portfolio of initiatives

BPAP will establish Talent Management Partnerships program to pilot
initiatives

Developing Next Wave Cities

O&O industry is highly concentrated in the NCR
Consequences of concentration: pressure on costs

NCR will not be able to meet all real estate requirements

Opportunities to develop Next Wave cities: Other countries have
overcome concentration issues

Opportunity
Move more activity to non-NCR locations
Develop five O&O hubs outside NCR
What will it take to develop Next Wave cities?
Promoting the development of Next Wave cities
Information Services
BPAP City Scorecard
O&O industry inventory
Library of case studies
Road-testing the information services
Road Test
Which metro and non-metro cities score the highest marks overall?

How large of an O&QO presence can these cities support and how
much of the talent pool is already tapped?

How does a city rank against my most important criterion which
is talent?

How well positioned is the Philippines to support F&A?
Developmental services
Supporting the O&O Ecosystem
Baguio’'s development required support from many quarters
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Developmental services: a range of possibilities
Segmenting cities for providing services

Supporting the development of Next Wave cities: The Working Group

Sustaining and Strengthening the Business Environment
Business environment is a key factor in investment decisions
Existing regulatory framework

Financial incentives

The Philippines is competitive but incentives need to be protected

from potential rollbacks
Comparison between India and the Philippines
Transaction costs in realizing benefits
Investment support: Lack of qualified start-up advisors
Risk factors: Sorting fact from fiction
Risk Perceptions
Outside-in versus inside-out
The reality
Support to develop the industry
Initiatives and priorities
Policy agenda
Protect existing incentives
Policy agenda
Local government outreach program
Protecting data and intellectual property
Investor support
Establish a set-up advisor certification program
The Investor Playbook
Augment BOI's programs
Industry promotion
Promoting the Philippines as the O&O destination of choice
Create a BPAP Portal

Encourage adoption of best practices and pursue operational
excellence

BPAP Ambassadors
Supporting and sustaining business environment initiatives

The Business Environment Working Group
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NASSCOM has been instrumental to India’s success

Philippine O&QO association landscape

BPAP’s emergence and evolution

Team 2010: The New BPAP

Value proposition and key service lines

Organizing to lead the industry

Organizational structure: stakeholder involvement

Budget and membership model

Governance model

7. A Call to Action
Call to action for BPAP
Call to action for the industry
Call to action for national and local governments

Appendixes
Glossary
A. Introduction to Offshoring and Outsourcing (O&0O)
B. Potential Growth and Scenarios
C. Primer on the Philippines
Contributors
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Executive Summary

The Philippines’ services offshoring and outsourcing industry (O&Q)" is at an
important crossroads. In less than ten years we have developed an industry
that, as of the end of 2006, employed 235,000 people, earned USD 3.3 billion
in revenue, and contributed roughly 2 percent to national GDP. The Philippines
is now one of the top destinations for O&O0O services in the world, with a 5
percent market share. But after having almost doubled our revenues every
year since 2001, we must now find our way to the next, and more difficult,
phase of growth.

This first report by the Business Processing Association of the Philippines
(BPAP) examines the state of the O&Q industry, globally and in the Philippines,
and looks closely at the factors that contribute to growth (and those that
indeed may eventually inhibit it). Our examination of these factors persuades
us that the Philippines can continue its high level of performance in this
industry. In this report, we recommend that the Philippines sets the goal of
achieving 10 percent global market share by 2010. This is an aspirational
target that will require major effort. In the pages that follow we describe
a portfolio of initiatives that BPAP is prepared to undertake in concert with
stakeholders to achieve this goal. This is our Roadmap 2010.

What makes us believe that such high growth is achievable? Both the demand
and supply sides of the Philippines’ O&O equation hold the potential of 40
percent growth per year through the end of 2010.

From the demand perspective, we see very strong growth prospects for
this industry globally. Around the world, the industry is still developing, as
organizations learn to unlock more and more value through the offshoring
and outsourcing of services. A McKinsey & Company study of O&O services
valued the global addressable market for O&O at USD 450 billion. The same
study put actual penetration at only 10 to 12 percent of that addressable
market. There is clearly enormous additional growth in demand ahead for
0&0.

1 We use the term O&O to cover business process services (BPO), IT services (ITO) and engineering services
(ESO). See Chapter 1 and Appendix 1 for more information. In our definition, BPO includes voice and non-
voice customer contact services as well as a broad range of other activities. These may be performed by
third party service providers or by captives, the in-house shared services units of companies serving global
or regional operations from a base in the Philippines.

Executive Summary
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On the supply side, the Philippines’ success in the O&O industry to date
is due to the abundance and the quality of our talent, our strengths in the
English language, our low cost base, various incentives to investors, and
appropriate government support. We believe these conditions form the basis
for further growth. We already have a pipeline of supply in the system. With a
focused and determined effort to enhance talent, facilities, and infrastructure,
we can mobilize the further supply needed to achieve a transformational level
of growth, 40 percent per year through 2010.

Such a high growth path will mean that the Philippines captures a 10
percent global market share. The rewards will be many. The Philippines
would quadruple 2006 O&QO revenue to USD 13 billion and raise total direct
employment to 900,000, which means more than 600,000 new jobs.

Aside from benefiting those directly employed, this growth path will provide
an estimated 1.2 million to 1.5 million additional new indirect jobs. These will
result as new employees expend their wages on housing, food, transport,
and consumer goods and as employers expend for telecommunications
services, building rentals, water, and other core services. By 2010, the
0O&O industry could make up as much as 8.5 percent of GDP and could rival
remittances in economic importance. These benefits would be delivered with
few penalties, as O&O imposes few costly externalities on the environment
It is a largely non-polluting industry with a people-friendly infrastructure and
requires few imports.

A number of converging market trends makes this the right time for the
Philippines to pursue this aspirational growth. The first is that O&QO is and will
mostly remain a supply-constrained market. Given the vast potential demand
and the speed of adoption of offshoring by companies, the growth of the
industry will largely be determined by how quickly O&O destinations can
scale up to provide high quality, reliable supply. Second, both buyers and
sellers of services are increasingly looking to create a global footprint that
diversifies away from a single geography.




Third, there are natural network effects and global reputation benefits in this
industry that arise from critical mass. These reinforce intrinsic competitive
advantages. Asthese effects getstrongerand strongeramongafew destination
countries, it will also become harder and harder for smaller destinations and
new entrants to capture demand. The positive effects of reputation, scale,
and density will be increasingly hard for competitors to overcome, particularly
if core supply conditions in those leading countries are maintained.

Taken together, these dynamics support a strategy for the Philippines that
first, focuses on protecting and extending the right supply conditions and
second, targets a significant, differentiating degree of market share in order
to leverage network effects and virtuous benefits of scale. We can firmly
anchor the Philippines as a leading destination for locating O&QO operations.

Below we look more closely at the drivers of growth in the industry and the
kinds of efforts needed toreach the higherlevels of growth we believe possible.
These findings and recommended actions were developed by the Roadmap
2010 project team through fact-finding and analysis as well as a series of
workshops and discussions with industry players and key stakeholders.

Talent

Employees in the O&O industry are competing directly with a global pool
of knowledge workers. Where will we find the talent in the Philippines that
we need to grow the industry by 40 percent? This will be the first and most
important focus for the Roadmap 2010. There is already a pipeline of talent in
the system, sufficient to support growth of about 15 percent per year, roughly
400,000 recruits. Five complementary efforts will deliver the additional,
300,000 to 600,000 recruits that the industry needs to grow faster:

1) Developing a comprehensive assessment and training program will
increase the suitability of workers for industry, helping today’s near-hires
clear the bar for employment.

2) Creating awareness of career opportunities in the industry will help
overcome some misconceptions about the industry among young people
(and their parents and counselors), increasing the number of candidates
vying for open positions.

Executive Summary
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3) Tapping alternative labor pools—including housewives, retirees, non-
graduates, and career-switchers—will broaden the overall supply of talent.
Most important here is the opportunity to develop the 75 percent of
all available talent that presently resides outside the National Capital
Region, which is not being fully leveraged by the industry.

4) Helping students to continue to fund their educations will boost the pool
of available graduates, as will creating ways for students to begin their
careers in O&QO while continuing their educations.

5) Working with the education sector to find ways to make college and high
school curricula more helpful to students looking for work (in our industry
and others) will boost the suitability of young people for this globally
competitive arena (and will benefit the overall work force).

BPAP also proposes a Talent Working Group of key stakeholders to address
the talent challenge by managing the above portfolio of talent initiatives.
Additionally, BPAP proposes a Talent Management Partnerships program to
incubate new talent ideas and act as a primary channel for rolling out select
programs nationally.

There is no silver bullet. Industry, educators, and government players will all
have to constantly innovate, coordinate, and cooperate to achieve the desired
outcomes. We will have to balance short-term initiatives with efforts that pay
off further in the future. But we believe that the full set of efforts outlined
above can deliver the required talent to achieve our 2010 aspirations.

Next Wave cities

While talent has been a positive factor for the Philippines, the industry’s current
focus on the areas around Metro Manila—the National Capital Region—is
limiting the universe of talent, space, and infrastructure, creating pressure on
costs. There are many other attractive locations for O&O in the Philippines.
Cities such as Angeles and Cebu are already employing thousands of O&O
workers. There are at least 13 additional locations that can support operations
of more than 5,000 employees and five cities that could function as hubs at
three to ten times that level of employment. Developing these alternative
locations will be the second major theme of our efforts.




BPAP sees its role here as providing critical services that will help support and
accelerate the development of Next Wave cities.

Our first priority is information services. This effort will raise the quality
and completeness of information available to the parties who must make
interlocking commitments to launch a new location for industry. The
experience of India, which has been able to develop major new O&O centers
from scratch, suggests that making critical information available to investors,
local governments, property developers, and utilities can accelerate their
decision-making and help coordinate their efforts. The following information
services are already under development:

1) BPAP City Scorecard is an analytic tool that players can use to assess the
readiness and capacity of cities for further development. The tool will help
cities better understand how they are positioned to attract investment
and manage development against total capacity. The scorecard is a crucial
common ground of information that will help all parties coordinate and
stage their commitments as new areas are developed.

2) BPAP has developed and will maintain an inventory of O&O activity in
the Philippines. Comparing the inventory against City Scorecards will help
investors understand the immediate ability of new locations to meet their
requirements.

3) BPAP has gathered and will continue to gather case studies of cities,
regions, and sectors. These will help identify particular growth areas, share
lessons learned, and provide an indication of what it takes to develop the
overall O&O ecosystem.

Further support beyond information services may be needed to help cities
ready themselves. Experience in multiple industries suggests that an active
agent to coordinate stakeholders across an entire ecosystem can not only
accelerate development, but in some cases is required before development
will take place.

Executive Summary
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Developmental services are intended to help get the full ecosystem in place
to support O&QO. The nature of the developmental services that BPAP and
other stakeholders will provide ranges from advisory services on readiness
relative to investor requirements to more active roles, such as catalyzing
development or driving the implementation of key initiatives. What each city
needs and who provides the support will vary case by case. As a first step,
BPAP and the Commission on Information and Communications Technology
(CICT) will assess a broad range of cities and segment them based on
perceived readiness and needs. Second, we will assess the needs of those
cities for development support. Third, based on market demand, BPAP wiill
develop capability and capacity to deliver developmental support to interested
locations.

Business environment

In addition to talent and real estate, business environment is key to
investment decisions. Business environment comprises four main areas:
financial incentives offered to investors, support to investors, perceived risk
environment, and overall support to develop the industry from government,
industry organizations, and other stakeholders. We consider each of these
in turn.

First, the Philippines has a favorable investment regime, and the financial
incentives in place for investors are attractive, though under broad review in
light of the country’s overall fiscal management program.

Second, more can be done to support local and foreign investors who are
considering or who have already decided on locating in the Philippines. There
is an opportunity to better support investors over the end-to-end process of
an investor decision, from initial consideration to securing incentives and all
the way to actual start-up.

Third, there is a clear challenge to improve the perceptions and reality of the
Philippines’ overall investment climate and risk profile. BPAP can play a role
in addressing perceptions. BPAP also has a clear agenda of improvements
it would like to see in existing legislation, new policy, and enforcement of
existing regulation.




The fourth relevant area of business environment is the degree to which the

0O&O industry is supported as a national priority. Here BPAP can play a number

of roles, providing reliable information as well as promoting the industry.

BPAP will pursue a deliberate policy and government relations agenda that

will help address financial incentives and risk factors:

1)

3)

We believe the Philippines must continue to support existing incentives
for O&O investors. This is important as in 2009 the Indian government
will suspend its income tax holiday for investors (and has already taken
action to introduce new taxes on O&O operations). Simply by maintaining
its existing schemes, the Philippines will improve its competitive position
relative to the world O&OQO leader.

BPAP will educate local governments on the possible growth and
economic benefits they can realize through the O&O industry and on ways
that they can more effectively attract investment to their areas.

Despite the country being a signatory to the WTO TRIPS and other major
international conventions, enforcement of intellectual property rights
remains a concern for investors. BPAP will encourage active enforcement
of IPR and will also launch a “Year of Information Security” campaign
in which it will publish the security certifications of member companies.
BPAP will launch an IPR enforcement hotline. We also will engage and
work with the government to ensure that the Philippines has a world class
regulatory framework for data protection.

BPAP will support local and foreign investors, complementing the work of

existing players.

1)

2)

BPAP will launch a certification program for set-up advisors who can

guide O&O investors interested, or already starting up, in the Philippines.

BPAP also proposes to create an O&O Investor Playbook that will act as a
step-by-step guide, giving prospective O&O investors all of the information
needed to navigate through incorporation, registration, and government
permits as well as to understand the finer points of selecting a location.

Executive Summary
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3) BPAP will work in concert with the Board of Investments (BOI) to augment
the existing investor attraction process. BPAP will help the BOI to follow

up and close on leads.

And lastly, BPAP will work to promote the industry.

1) BPAP will work in concert with the BOl and government leaders to promote
the industry and the Philippines as an O&O destination.

2) BPAP will help address various operating risks and risk perceptions by
publishing annual risk reports, which will provide hard information on
business risks and present the picture as it appears to businesses on
the ground. These should help balance risk perceptions from external
sources.

3) BPAP will create a BPAP Portal and a BPAP Helpdesk, both ensuring that
information on the Philippines and its O&O industry is always available and
up-to-date.

4) BPAP will help promote best practices in O&0 management and
operations in the local industry.

5) BPAP Ambassadors will participate in national and international forums on
the industry’s behalf and act as official spokespeople.

In order to carry out these initiatives, BPAP will convene a BPAP forum of key
stakeholders and will work closely with relevant government departments.




Team 2010: Building a professional industry association

Team 2010 is BPAP's response to the challenge of capturing 10 percent of
world market share by 2010. We believe that a strong, credible, well-resourced
and professional industry association is necessary to unite the industry and to
successfully execute these initiatives. Current industry leadership structures
are under-resourced. As the emerging umbrella organization for the industry,
BPAP is best placed to play this role. But to do so, it must reinvent itself.

We have looked to role models in the Philippines (SEIPI in the semiconductor
and electronics industry) and in the O&O industry (NASSCOM in India) for
best practices in the areas of organization design, service lines, membership
structure, and governance.

We have laid out an ambitious transformation program. Our goal is to be
a lean, representative, professional, and collaborative association. As a first
step, BPAP will restructure itself to deliver six key service lines. Research
will provide industry statistics and information to the public. Events and
membership will handle events and services for BPAP members. Industry
development will handle initiatives promoting client development and quality
assurance. Marketing will communicate on behalf of the industry through
the media, events, and the Internet. Government liaison will interact with
various levels of government both in the areas of policy and on the Next
Wave cities initiative. Talent management will drive all talent initiatives,
including the assessment framework and training programs, school ranking,
and certification.

As stated earlier, success in growing the industry will require the efforts of
several players. BPAP cannot do this alone. We will need to mobilize, motivate,
and leverage stakeholders. One important mechanism for this engagement
will be a set of three working groups focusing on the themes of talent, Next
Wave cities, and business environment. Each working group will include
representatives of different stakeholder groups.

Executive Summary
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BPAP will need enhanced financial resources to fund salaries, project costs,
marketing, office rental, and research. These funds will mostly be raised
through membership fees, although other revenue-generating activities such
as sponsorships, research sales, and certification programs will act as revenue
streams in the future.

BPAP is proposing a new tiered membership model for industry players
so that fees and votes will be proportional to size. It also plans to open a
new category of membership for non-industry players as well as alter its
association partnership model so that actual members of other associations
(not just the association leadership) will automatically become non-voting
members of BPAP. We hope to engage more closely with the members of
the associations in this way.

Summary

10% by 2010 is an ambitious goal and one that requires a focused effort
and a team that is prepared to act with great urgency. BPAP accordingly
has laid out an ambitious program of action on supply conditions as well as
its own transformation. BPAP is prepared to work with the industry and all
stakeholders to capture this opportunity.

Our ambition and purposefulness around the global O&O opportunity is rightly
placed. The Philippines O&O industry is at a crossroads. It sits at a moment
in time when deliberate action can have profound, far-reaching benefits for
the industry and the nation. Global jobs are coming to the Philippines, and the
Philippines can benefit greatly from these jobs. And it is up to us—the local
industry, the local stakeholders, the local workforce, and BPAP—to take the
necessary actions to capture this unique growth opportunity.
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Chapter by chapter view of Roadmap 2010:

* In Chapter 1 we discuss the global dynamics of the industry and address
the factors that have led to industry growth and that structure industry
competition.

* Chapter 2 looks closely at the opportunity for breakthrough growth in the
Philippines and examines the intrinsic strengths of the country. It discusses
how we can achieve 10 percent market share by 2010 and outlines the
benefits of reaching that goal for various stakeholders.

* Chapter 3 reviews the demand for talent and presents short- and long-
term initiatives to attract new employees to the industry.

* In Chapter 4 we examine the structural obstacles to the development
of non-NCR locations and propose a range of informational and
developmental services to promote and accelerate development of those
cities.

* Chapter 5 analyses the elements that comprise the business
environment for O&O and proposes ways for the Philippines to address
risk perceptions.

* In Chapter 6 we introduce the various organizational and governance
initiatives proposed by BPAP in order to deliver on the range of initiatives
and achieve the 2010 goal.

* Lastly, Chapter 7 is a call to action for all key stakeholders, setting out
the specific actions over the next 12 months for BPAP, government, and
industry to get the O&O industry on the road to 2010.

Executive Summary





