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Recession or no recession, corporate and IT leaders continue to see a key role for IT, especially in
regard to capturing efficiencies across the enterprise. Many expect IT investments to grow soon.

The economic tumult of the past 18 months has affected every facet of corporate operations,
and it has not spared IT. In McKinsey’s fourth annual survey on information technology strategy
and spending, we asked chief information officers (CIOs), chief technology officers (CTOs), other
executives in the IT function, and additional C-level executives about their companies’ business
technology agendas, the impact of the recession on their IT organizations, and their approaches to
developing and executing IT strategies.!

The results affirm the continuing importance of IT to strategic success, despite the recession. CIOs
have felt strong pressure to deliver ever greater levels of efficiency in the downturn, but overall
satisfaction with IT organizations remains high. In addition, most respondents foresee an increase
in IT investment, perhaps because companies are applying IT to solve problems across the business.
Meanwhile, as technology-related disruptions continue to affect businesses, executives persist in
pushing for closer integration between business units and IT.

IT’s response to the recession

The value executives (both inside and outside the IT function) perceive IT as offering their
companies has held up well since our previous survey, in October 2008.2 Respondents indicate
that IT has become more important to improving business efficiency and reducing costs across the
enterprise than it was last year. Notably, a smaller share of respondents indicate that their primary
focus is to achieve the lowest IT cost (Exhibit 1). This suggests that executives are realizing better
results from applying IT to solving problems across the business.3
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Exhibit 1
The role of IT
9% of respondents who ranked given IT capability no. 1
2009, n = 444
How well each capability currently furthers company goals W 2008, n =548
Supports our company’s growth
Delivers services at lowest 27 ambitions by delivering services 19
possible cost I 33 or products that set us apart I 20
from competitors
) - 39 Plays a leading role in transforming 16
Improves business SfICenc) | o1 our business I 5

Running a tight IT organization remains important, however. We asked IT executives about

the actions they have taken in the past year, as well as those they plan to take in the next

12 to 18 months in response to the crisis (Exhibit 2). Respondents indicated a strong preference
for structural cost reductions: three of the top four actions discussed focus on reducing

structural costs through efficiency improvements, including applications development, infra-
structure consolidation, and contract renegotiation. Looking ahead, two-thirds of the respondents
report they plan to undertake structural cost reductions in the next 12 to 18 months.

Green IT programs, such as those that increase energy efficiency in data centers, have fared well
despite the slowdown. At companies with a green IT agenda (almost half of those surveyed), more
than 25 percent of respondents indicate they are accelerating their plans, and about half say their
plans will be unaffected by spending reductions. Cost savings and reputation enhancement are
likely behind this strong push to protect green investments.

Exhibit 2
Responding to the crisis

% of respondents who ranked given action no. 1, n = 270 M Structural-cost Reduction in short- M Changes to
reduction term demand delivery model

Possible actions taken by an IT function in response Taken in Planned for next

to the global economic turmoil past year 12-18 months

o pmen e m—— S—

Reduced demand by canceling or deferring projects/activities 18 1

Increased infrastructure consolidation or virtualization I s 16

Renegotiated existing vendor contracts e 16 e 14

Changed scope of projects to reduce costs 10 12

Rationalized or eliminated services or offerings e 0 s

(including reduced service levels)

Increased outsourcing and offshoring B o I 1

1Base does not include respondents who answered “none of the above” or “don’t know.”
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Spending in the right place

Looking forward to 2010, projections for operating budgets follow trends seen in last year’s survey.
More than 60 percent of respondents expect IT operating expenses to decline or hold steady
(Exhibit 3), reflecting a continued focus on “resetting” operating costs for an uncertain future.

Expectations for new investments, however, paint a different picture. More than 45 percent of
respondents expect to increase investments, while about 20 percent see them holding steady. When
there is a payback, it seems businesses are willing to invest; many of these investments are geared
toward improving business operations, both to lower costs and improve effectiveness, echoing
respondents views on where IT is offering value to the business.

Digging deeper into the data, financial-services firms lead all sectors with their spending and
investing plans, a finding that may reflect improving business conditions in that industry. Thirty-
three percent of financial-services respondents expect to increase operating expenses in 2010 (up
from the 15 percent who expected increases last year), and 61 percent are considering an increase in
new investments (up from 40 percent last year).

Another notable finding is that spending plans for public and private companies diverge sharply.
Only 31 percent of respondents at public companies expect to maintain or increase their current

IT spending in 2010, while 62 percent of respondents at private companies say the same. For new
investments, the pattern is similar: 60 percent of public-company respondents expect to maintain or
increase new investments, compared with 73 percent at private companies.

Exhibit 3
Spending more on new investments

% of respondents,’ n = 444 By how much, if at all, do you expect your organization’s
IT budget for operating expenses and new investments will

® Incr .
orease change in 2010?
No change
Decrease Operating expenses New investments?
@ Don't know

G €

40

1Figures may not sum to 100%, because of rounding.
2Includes operating and capital expenditures.
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IT’s effectiveness

The view from respondents who aren’t IT executives suggests that, by and large, they believe their
IT functions are responding effectively to the crisis and adjusting well to their businesses’ changing
needs and priorities. Among non-IT executives, 55 percent say current performance in providing
basic IT services is very or extremely effective—an increase from last year’s 50 percent level. For
higher-value activities, such as on-time/on-budget project delivery and proactive engagement from
IT, the share of executives who say IT is very or extremely effective hovers in the 30s, with roughly
another third of respondents indicating that IT’s performance is somewhat effective. Significantly,
these figures are largely unchanged from last year, despite all the economic turmoil.

IT executives’ own view of their performance is less sanguine (Exhibit 4). Just under half of the IT
executives surveyed say their management of IT infrastructure is extremely or very effective. Only
30 percent say their IT governance is extremely or very effective, and only 21 percent are happy with
their ability to target places in their organizations where IT can add value (compared with 30 percent
of non-IT executives who say IT is very or extremely or very effective on a corresponding measure).

Measured against last year, IT executives’ satisfaction with their performance is down across the
board, including several categories that show double-digit declines. It seems likely that this drop is
driven by a continued sense of frustration among IT staff, who are being asked both to reduce their
own costs and, at the same time, to help business units do more to improve their operations.

Exhibit 4
Lower satisfaction

% of respondents,! n = 232
Percentage-point

Currently, how effective is change from 2008
your IT organization in each of Extremely/ Somewhat Slightyy M Don't Extremely/ Slightly/
the following areas? very not at all know very not at all
2
Managing IT infrastructure | 49 | 30 19 T —13 9
Implementing a strategic approach B
to sourcing [ 30 | 35 32 a 5 9
2
Governing IT performance 30 | 34 34 I -8 6
Introducing new technologies faster/more
effectively than competitors a3 = 3 ! 10
Driving technology enablement or innovation 2 B
in business processes, operations 21 B8 e r e I
; ; ati 2
Targeting places in organization where 1 | 37 40 I 10 10

IT can add the most value

!Figures may not sum to 100%, because of rounding; all respondents are IT executives.
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Shared vision for IT strategy

At the highest level, all executives remain concerned about information- and technology-based
disruptions—albeit with some key differences from last year. These worries include competitors
embedding IT in their products, executing strategies based on better analytics and information, and
using IT to improve the effectiveness of their business processes. The degree of concern has eased,
however: in this year’s survey, 50 percent of respondents say their companies are very or extremely at
risk given the potential effects of information- or technology-based disruptions on their companies,
down from 65 percent in 2008. At the same time, the share of respondents rating their companies
as somewhat at risk has increased to 30 percent, from 19 percent last year. Seen in the light of the
overall survey, this finding indicates that while core concerns about disruptions remain in the short
term, recession-related preoccupations have become more acute. Nonetheless, companies remain
exposed to the key unknowns they cited in 2008: shifts in customer expectations and bargaining
power as a result of access to better information, and significant changes in the cost to deliver
existing products or services (Exhibit 5).

Exhibit 5
Top disruptions

% of respondents who say that their companies are ‘extremely,” ‘very,” or ‘somewhat’ at risk from information-
and technology-based disruptions and ranked given disruption no. 1," n = 342

To which of the following disruptions, if any,
is your company most exposed? Rank in 2008

Shifts in customer expectations (eg, to better or differentiated I s
service for existing offerings)

Changes in costs to deliver current products or services 0

(eg, others deliver for significantly less) 2
Increased customer bargaining power from increased information

about existing product offerings and alternatives I 3 8
Significantly improved products or services (including substitutes)

emerging at current or higher prices 3 6
Development of new offerings outside ‘traditional” scope

(eg, bank branches offering insurance a few years ago) - 2 4
Increased use of third-party resources/infrastructure, s 5
such as OEMs or outsourcing

Emergence of new channels or points of purchase M > 7

1Respondents who answered “other” are not shown.
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While the recession has shifted some short-term priorities for IT, the longer-term vision for IT
remains consistent with views expressed by respondents in prior surveys. Non-IT executives
continue to say they want to forge a closer partnership with IT in order to improve performance
and better manage the risks and disruptions that lie ahead. While only 16 percent of respondents
say they have put into place tightly coupled business and IT strategies (Exhibit 6), two-thirds of
respondents indicate that this configuration would be their ideal. Significantly, the level of strategy
integration is strongly correlated to the perceived effectiveness of IT: for both business and IT
executives, effectiveness materially increases as the strategies become more tightly linked.

Exhibit 6
More effective, with tighter integration

% of respondents, n = 444

Houw tightly coupled, if at all,

5 8 % of respondents in selected category who say IT is effective’
are your company’s business and

IT strategies currently? Total Business leaders IT leaders
Business and IT strategy are tightly integrated .

and influence each other I &8 I 5
Business strategy is developed with some

ot ot LR I 25 K&
Business strategy is developed first and I . . 7

used to guide IT strategy

Business and IT strategy are not linked I 0 W I 16

!Composite metric representing the percentage of respondents who rated three or more activities as
"extremely" or "very effective."

Looking ahead

» IT executives’ dissatisfaction with their job performance could eventually lead to deeper
problems in morale and performance. Clear and effective communication by both IT and business
executives will be critical to ensure that the IT organization continues to understand how integral
its efforts are to the success of the enterprise.

» Respondents say they are willing to increase IT investments that drive real returns to their
companies. Delivering on this promise requires business and IT to partner in building a
comprehensive view of the necessary process and system changes, as well as defining a clear,
measurable, and achievable set of returns.

+ Despite the economic crisis, leaders need to continue improving the integration of their business
and technology strategies. IT can help underwrite growth when the recovery comes, but only if
executives begin laying the groundwork during lean times. O

Contributors to the development and analysis of this survey include Roger Roberts, a principal in
McKinsey's Silicon Valley office; and Johnson Sikes, a consultant in the New York office.
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