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In the 21st century, technology embellishes our personal lives,

makes our work both easier and more challenging, and invades or

enables virtually everything we do. Its pervasiveness as an engine of

economic and industrial growth is unparalleled in human history. 

For business leaders, information technology management has been

elevated alongside such business tools as strategy, organization and

culture as one of the most important drivers of competitive advantage. 

We celebrate and value technology today. And sometimes we curse

it. But it is certain that when wielded effectively, it has remarkable

power. This edition of Executive Agenda is devoted to discussions

on future trends and the strategic management of technology.
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A shoemaker from the early 19th century
would never recognize the modern

equivalent of his job. Before the Industrial
Revolution, a cobbler traced a person’s feet
by hand onto leather and custom crafted
footwear based on those measurements. If
that artisan were to stand in a department
store today, gazing at dozens of identical
pairs of shoes, he would doubtless wonder
(albeit with horror) how they got to be so
precisely alike.

Standardization is a powerful thing. It
brings incredible levels of simplicity and flex-
ibility to everything it touches. And when it
moves outside an enterprise’s four walls, the
opportunities suddenly expand exponentially.

Think of the automotive industry; none
of a car’s myriad parts were standardized at
first. Today, most generic parts are inter-

changeable, making them much cheaper
due to economies of scale and facilitating
all sorts of design efficiencies.

A similar breakthrough is looming on
the horizon in information technology (IT).
We believe an evolving model for deliv-
ering IT capabilities—a model we call
“agile IT”—represents the next sweeping
change in the way business value is deliv-
ered through IT. Agile IT promises ways
to get more from existing IT investments,
simplify processes and leverage partners.

Agile IT is made up of a collection of
standardized components that can be reused
and applied across different applications,
with minimal energy required to fit them
together. Web services are a driving force,
and the reuse and flexibility that standardi-
zation enables are the key benefits. Just as

Bringing Agility to IT 

Your technologists are talking web services; don’t ignore them.
This isn’t just another “killer app.” Technology standards

on the horizon will drive a new, more agile, environment.

 .  .       





 .  .       



building machinery became much easier
after parts were standardized, IT pieces will
“fit” together much better as web services
standards take hold.

While this new generation of technol-
ogy is on the way, it will take a few years
to mature. So why should web services or
agile IT be on a senior executive’s radar
screen today? Based on our research and
client work, we see two compelling rea-
sons: the potential for short-term benefits
and the immense impact this technology
is likely to have on all businesses as the
technologies mature.

    

Previous technologies solved specific cat-
egories of problems. Mainframes made
business computing reliable and affordable;
networks connected like with like. But IT
creates problems, too. Heavy spending in
technology during the e-business boom,
decentralization, and heavy merger and
acquisition activity are among the culprits
for the seemingly intractable mess business
and IT managers alike face today. Global
companies are struggling to implement
common business processes using a variety
of incompatible IT systems. This incom-
patibility has created product, process and
channel silos throughout most enterprises.

These inefficiencies are taking their
toll. A.T. Kearney research reveals that the
majority of IT budgets is funneled toward
supporting ongoing operations—to main-
taining the status quo—which leaves little
room for new and innovative technology. 

Enter agile IT, designed for simplicity
and flexibility. Hardware and software
vendors, network enterprises, and standards-
setting groups have agreed on essential core
standards, which means that modules have
the potential to be used and reused among
different platforms, applications and oper-
ating systems.

Agile IT represents an evolving model
for the delivery of IT. It has the potential to
solve many of the day-to-day problems that
keep IT from delivering real and tangible
business value. The keys to agile IT are
simplification and flexibility.

This emerging delivery system can be
broken down into three layers (see figure 1
on page 10):

The value delivery layer: modules or
components of business functionality—in
other words, the technology that does the
actual work of supporting both vertical and
horizontal business processes, such as credit
payment or inventory replenishment func-
tionality—and the information required to
carry out a process.

The controlling layer: the technology
that enforces the rules governing which
components connect under what circum-
stances and that specify what to do if things
go wrong (such as work-flow software).

The enabling layer: the underlying
computing platform (storage, processors and
the like), data repositories and development
environments needed to support business
processing.

The catalyst for this new agile IT model
is web services, a collection of independent,

           
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self-describing components (in other words,
modules that “publish” what services they
perform and what they need to carry out
those services for others) that can be called
upon to execute a business service via the
Internet. Web services are written to strict
specifications and agreed upon open stan-
dards so they can interact with other simi-
larly constructed modules. Web services are
critical to agile IT because they take reuse to

a new level, free functionality from an under-
lying computing platform, and enable a
dynamic and flexible trading environment.

Taking reuse to a new level. Although
IT services companies and some other busi-
nesses have reused code internally for years,
web services modules take technology recy-
cling a huge step forward. Because they fit
together without customization, almost like
LegosTM, web services modules can be reused

Source: A.T. Kearney
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Web service Web service

Business process management
(business processes, workflow, management procedures)

Business interfaces
(interfaces between applications, service description)

Services resource management and authentication
(directories, user profiles, monitoring)

Services integration and coordination
(integration servers, support applications)

Services deployment and management
(application servers, execution environment)

Service development
(XML, editors, development toolkits)

Data and security management
(Databases, security)

Hardware and network
(Processing, storage, bandwidth)

Web service Web service 


(such as
RosettaNet,
UCCNet and
BPEL4WS)




(such as
UDDI, WSDL
and SOAP)




(such as
XML, HTTP
and TCP/IP)

Figure 1: Web Services Stack
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not only within, but across, businesses.
New modules can be packaged in different
combinations, within or outside the enter-
prise, to form more sophisticated business
products and services. And legacy systems
need not be replaced; they can be “wrapped”
in standardized codes that ensure an easy fit
with other technologies.

This puts an end to a great deal of inter-
facing, the work of getting different tech-
nologies to talk, which demands specialized
human resources and huge chunks of time.
How much money is at stake? Forrester
Research estimates that as much as 35 per-
cent of a company’s IT resources go toward

maintaining and creating interfaces among
IT applications.

Finally, because modules can be created
once and made to automatically connect to
other modules, business processes can be
constructed more efficiently. For example,
a bank that processes mortgages, offers
personal loans and issues credit cards can
extend the same payment processing mod-
ule across all types of business. The bank
ends up with one simple, consistent way of
processing payments, rather than a sepa-
rate process for each. Complexity becomes
unnecessary unless it creates clear competi-
tive advantage and is justified by a strong
business case.

The end result: Companies will spend
much less on information technology—or
extract significantly greater value from
today’s level of IT spend. By chipping away
at product and channel silos, they will
reduce redundancy. In addition, they will
get products and services to market faster
and more efficiently. 

Separating functionality from plat-
form. Enterprise resource planning (ERP)
made much progress in delivering business
functionality that could operate on any
computer platform, particularly in areas
such as finance and administration. Web
services take platform independence to the

next level by decoupling, or unlocking,
nearly any modularized business function-
ality from its physical shackles, allowing
these modules to be retrieved from any
computer processor anywhere.

When businesses can achieve this plat-
form independence, they have the flexibility
to make more economical and pragmatic
business decisions. For instance, if all of
an airline’s applications had ready access to
its mainframe scheduling application, it
could add a new channel (such as wireless
communication) on a more economically
viable platform. In this way, the airline can
avoid a costly mainframe upgrade for a few
more years. 

           

Agile IT promises ways to get more
from existing IT investments,

simplify processes and leverage partners.
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Platform independence also means that
companies will need fewer processors and
less storage; it will be possible to redeploy
many servers and processors because they
often house duplicate capabilities. Sharing
computing resources in this way brings effi-
ciency where it’s badly needed. Certainly, if
a manufacturing company achieved utiliza-
tion rates of 10 to 30 percent, it would be
considered unacceptable. 

In the travel industry, web services have
allowed firms to separate their logistics and
scheduling applications from the mainframe
environments upon which they have existed
for decades. Multiple airlines have made it
possible for their customers to use schedul-
ing systems via cellular phones and pagers—
systems that were once used solely for inter-
nal purposes. At the same time, groups of
airlines, hotels and rental car agencies with
loosely integrated back-office systems are
offering travel packages that offer up-to-
date fares and availability from multiple
enterprises. 

Dynamic and flexible trading envi-
ronment. Many business have invested
in electronic data interchange (EDI), which
provides one-to-one connections between
applications. More recently, enterprise appli-
cation integration (EAI) has enabled one-
to-many communications via a centralized
electronic “hub”—but this technology still
requires proprietary adapters to connect
applications to the hub. Agile technology,
with its standardized modules that connect
together directly, creates a more flexible “plug-
and-play” environment. Modules can be

added and replaced quickly without the need
for lengthy and costly systems integration. 

The plug-and-play nature of agile IT
will create two types of environments for
business trading. One (often referred to as
a “tightly coupled” environment) is rigidly
defined and frequently controlled by the IT
department, which strongly influences the
users who have access to particular modules,
the partners who can use the modules and
the rules to apply if things go wrong. For
example, a retailer and supplier piloted
standardized business rules between their
companies. These rules required the two
companies to redesign their processes to
eliminate having to manually reenter data
and to integrate back-end systems. Data
rekeying introduces a substantial percent-
age of errors into systems, each of which
has to be reconciled manually. Back-end
systems that understand each other are like
two business people who speak the same
language—each can understand the par-
ticular elements of a transaction. Just like
people, back-end systems cannot process
data they do not understand.

Although these two partners were
sophisticated users of just-in-time replen-
ishment, the results were substantial. The
integrated back-end systems provided the
necessary information for managers to
adjust the promotion details related to new
product introductions, when buyers are
least familiar with the product and when
mistakes can be most costly to the supplier.
Sales for new products increased by 300
percent, compared to markets where the
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approach and technology was not applied,
and critical tasks such as product main-
tenance were reduced by 94 percent. The
company attributed the results to improved
data quality and timeliness.

These benefits are impressive in them-
selves. Yet the other type of trading envi-
ronment (often called a “loosely coupled”
environment) allows even greater flexibil-
ity—a useful characteristic in today’s ever-
changing business environment where today’s
competitors are tomorrow’s collaborators.
This type of environment is built on process
“orchestrators.” It is process-driven, rather
than data-driven, and relies on more flexible

rules. In addition, business decisions are made
more often by business rather than IT leaders.

In a loosely coupled world, trading con-
nections can be swiftly established and dis-
connected, creating a dynamic environment
that will enable closer working relationships
among customers, suppliers and partners.
This flexibility is particularly important
given the number of partnerships, mergers
and acquisitions that companies become
involved in to fulfill their strategic objectives.

   

As the market matures, companies will look
to buy web services offered by best-in-class
providers that complement or replace their

existing processes and procedures (such as
payment processing applications). When this
technology can be moved among comput-
ing platforms in response to business needs
and strategies, enterprises can view IT as
a portfolio to be managed (see also, “From
Projects to Portfolios: A Strategic Approach to
IT Investing,” on page 35).

Peering through the portfolio manage-
ment lens, companies will invest in and
“own” only the pieces of their agile IT envi-
ronment that offer inherent strategic bene-
fits. Modules common to many businesses
will become commodities, driving down
prices and spurring many providers to create

specialized web services. Enterprises will
have the opportunity to choose best-of-
breed components that confer significant
business advantages—and switch to other
components when appropriate.

Businesses will be able to buy, rent or
build depending on the strategic value of a
module. At the enabling layer, where there
is little potential for strategic advantage
but lots of room for economies of scale,
we expect a pay-as-you-use model to meas-
ure companies’ consumption of computing
capabilities, such as network bandwidth,
disk space, processing power and adminis-
trative services. Sometimes referred to as
the computing “grid,” enterprises will buy

           

Back-end systems that understand each other are like
two business people who speak the same language—each
can understand the particular elements of a transaction.



 .  .       

             

these computing resources from large
providers that have the scale to control
costs and achieve new efficiency levels.
Because consumption peaks and valleys will
be dissipated by the provider over a large
pool of customers, asset utilization will sky-
rocket to 80 to 90 percent, versus today’s 10
to 30 percent.

Today, electric utility providers manage
energy distribution for their own power
generation subsidiaries and for other third
parties. In a similar fashion, tomorrow’s
enabling layer vendors will also offer services
at the controlling layer. These services will
include the monitoring and management
of the enabling layer’s reliability, security
and throughput by means of monitoring
alarms and executing against predetermined

action and mitigation plans.
In the value delivery layer, we expect

business utility providers (likely either new
companies or new ventures by entities that
currently have best-in-class operations and
want to take them to market) to emerge
that offer vertical and horizontal business
services with scale advantages beyond the
reach of single enterprises. Over the next
two years, more widespread, but basic,
horizontal business services such as human
resource management, procurement and
financial transaction processing will appear.
Once horizontal services make their name
in the market, more valuable vertical busi-
ness services will follow.

When computing utilities evolve,
business executives will make more of
the decisions that affect IT. Alignment

between the business and IT will reach
new levels. At this point, we expect the role
of the IT department to evolve to focus
mainly on defining the overall IT architec-
ture and certifying that providers adhere
to the overall architectural rules in areas
such as security.

  

For most companies, the journey to an agile
IT world could consume the balance of this
decade (see figure 2). And, of course, the pos-
sibility still remains that standards will not
take full root, and proprietary services will
prevail—leaving us where we are right now.

But we see the trip as entirely worth-
while, given the value agile IT is likely to
offer. And embracing this new model does
not imply throwing ROI considerations out
the window; there are short-term benefits
to be gained for businesses that move
forward methodically. 

A.T. Kearney has developed a practi-
cal view on how companies can proceed in
this uncertain environment. The first steps
include the following: 

Experiment with web services. Use web
service standards to “wrap” existing legacy
technology, such as billing, supply chain and
customer service, and develop pilot applica-
tion modules to begin building a module
library. Wrapping existing technology deliv-
ers benefits quickly by letting an organization
make a valuable asset available to a larger
audience. Using existing investments, com-
panies enable much more collaborative
commerce with customers and partners.
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Make the functionality embedded in
these modules available both internally and
to select partners and start to use them for
ongoing and new projects. The additional
investment to incorporate web services stan-
dards in current IT projects can be minimal.
Focus this early work on internal business
processes first, where the environment is
controlled and security is less of an issue.
Enterprise resource planning or CRM sys-
tems are often good starting points.

Once you gain experience with web serv-
ices internally, quickly move to the borders
of your enterprise. You’ll find tremendous
untapped value here; cross-company trans-
actions are often the most complicated and
have the largest room for improvement.

Web services will surface new thinking,
and some frustration, around application
integration; it is critical to stick with the
fundamentals that have made your company
successful so far—including robust security,

           
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sound architecture and high reliability.
Today’s experimentation with web services
and application integration will be tomor-
row’s stepping stone to truly agile IT. 

Understand your business processes.
Take a close look at your business process
portfolio. What do you do for your cus-
tomers? What do you do with your partners
and suppliers? What do you do internally?
Start at a high level and slowly drill down
into greater detail. Scrutinize your process
portfolio, and evaluate yourself on execution.
Break down your highest and lowest prior-
ity processes, as well as your best-in-class
and worst-in-class processes, into business

modules. Your IT department or business
units may already have bits and pieces of
this information.

By the time you reach the business
module level, you should have a detailed
understanding of each module’s alignment
with your business direction as well as an
idea of which modules your organization
executes well and which it doesn’t. This exer-
cise typically uncovers a wealth of process
efficiency opportunities above and beyond
those necessary for agile IT—making it
worth the effort.

Drive your modular IT vision. Articu-
late your agile IT vision and then drive that
vision through the organization. The message

is plain and clear: Simplification is now the
rule. Examine your IT budget. How much
is spent on maintaining code, interfaces,
redundant applications and underutilized
infrastructure assets? What proportion of
the IT budget goes toward keeping existing
applications running versus developing new
business functionality? Identify areas where
identical business modules are supported in
multiple applications within and across sub-
sidiaries, typically where process, product
and channel silos are found. Are there truly
enough strategic differences in your order-
ing, billing or fulfillment applications to
justify separate and costly IT components?

Look for waste in the enabling layer,
like underutilization of computer servers
and storage. From a procurement perspec-
tive, insist on vendors and integrators that
support and deliver on the agile IT vision
for all current and future projects. From a
governance perspective, structure your IT
and business group(s) to deliver on agile IT.
They’ll need to be able to curtail the prolif-
eration of maintained code, interfaces and
application and infrastructure redundancy—
even if they cross corporate boundaries.

And arguably most important, consider
your customers, business partners and sup-
pliers as you drive your vision. Identify
customer, partner and supplier groups that

Businesses that make it easy for customers
to serve themselves often have happier customers

and reduce their workloads.
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will benefit from agile IT. Determine mech-
anisms that will enable those groups to use
the modules you make available via the Web. 

In essence, the more work you can
have your customers or partners perform,
the less work you must resource internally.
Leveraging partners in this way will also
create additional economies of scale, as
they can spread costs across multiple
customers. It also allows you to focus your
IT spend on creating incremental busi-
ness benefits such as customer service and
supply chain efficiencies.

Articulate your future business model.
The first three steps shed a great deal of light
on how processes interact with core compe-
tencies, and show where execution is weak
and scale is insufficient. Consider outsourc-
ing areas that do not provide strategic
advantage; leave them to partners with scale
or superior execution capabilities and focus
on getting better at your core competen-
cies. Because of the flexible nature of web
services, outsourcing can be conducted in
a more focused way. Rather than outsourcing
an entire call center, for example, a business
might outsource just the “level one” calls,
those involving routine questions and feed-
back. Or a corporation might not outsource
an entire manufacturing process, but just
the inventory management portion. 

Think about where it’s most effective to
carry out processes. Businesses that make it
easy for customers to serve themselves often
have happier customers and reduce their
workloads. Focus on providing modules
for ordering, billing, simple inquiries and

account maintenance. In addition, consider
modules that offload work to your suppli-
ers, some of which they already redundantly
execute, such as inventory management,
product forecasting and other parts of
your processes that will better link demand
and supply. 

Choose the right partners. While the
evolving standards will allow you to mix
and match modular products from various
vendors and develop your own modular
library on multiple platforms, there are
inherent advantages to selecting a primary
development platform and vendor. Software
vendors like Microsoft are eager to establish
a web services market presence and can help
you get started. They have invested a sig-
nificant amount on the potential of web
services, and you can harvest this invest-
ment. You can likely negotiate favorable
discounts in exchange for early mover joint
marketing opportunities. Experienced sys-
tems integrators can assist in a similar
fashion. In other words, your vendors will
help you succeed, and you can then jointly
trumpet the results.

You will likely want to train your devel-
opers on a primary platform, and you may
consider consulting partners that are already
familiar with this platform while you build
internal capabilities. In many cases, you will
be able to leverage web services capabilities
that are delivered as a byproduct when
you execute planned upgrades to your soft-
ware packages and tools. In other cases, you
will accelerate the adoption process by
actively identifying, installing and training

           
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on target web services platforms. You should
insist that your primary vendors support the
standards and provide you with the tools to
capitalize on web services.



We believe agile IT represents the next big
sweeping change in the way IT is delivered.
It promises ways to build and sustain com-

petitive advantage through improved IT effi-
ciency and better business and IT alignment.
For companies that made extensive invest-
ments in ERP and other package solutions
and succeeded as they rode the e-business
wave, agile IT can help further extend and
leverage the benefits. For others, agile IT
offers an opportunity to catch up with—or
even leapfrog—the competition.

 
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