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Introduction

Background of the research

As we enter 2024, there exists great uncertainty around global macroeconomic stability. Multiple ongoing macroeconomic events and trade wars, along with an economic slowdown, are
impacting businesses across the globe and pushing them to adopt a cautious outlook toward business growth in the coming year. Most organizations are focused on minimizing cost/price
pressures in the face of growing inflationary trends. With an ease in the gap in demand and supply of talent in conventional engineering skills, the advent of new advances in Al have yet
again created a scarcity of skilled talent. More importantly, as multiple industries look forward to explore and implement generative Al across their value chain, the traditional talent
requirement is expected to see a big shift. Today, the challenge is to ride out these uncertain times while managing the talent gap. This report provides perspectives on how leading global
enterprises have been impacted in 2023 and are planning to develop resiliency in these uncertain times.

Methodology

Our global services market key issues research is based on annual surveys that capture the pulse of the market on key aspects of the global sourcing industry. This report presents the
results of a study conducted in October and November of 2023 with senior stakeholders from Engineering Services (ES), to understand their thoughts as they undertook planning for 2024.
Report focus

e Top business challenges and critical business model changes in 2024

e Outlook and priorities for 2024

e Key themes defining the ES industry during these uncertain times

e Anticipated changes to provider portfolios and key provider-related challenges and priorities

Scope of this report Py

Geography Industry /4 \ Services
Global ’ Cross-industry \ / Engineering services

Nag
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Summary of key messages

Enterprises are planning to exercise caution and control in the allocation of new budgets in Engineering, Research, and Development (ER&D).
Reallocation of ER&D budgets to areas with traction will be the strategy instead of significant changes in the entire ER&D budgets.

;4 The talent demand-supply mismatch will reduce. In-house talent is expected to reduce, while offshore and nearshore talent pool may see a spike.
Focus on cost optimization of talent in engineering firms is encouraging greater reliance on offshore and nearshore locations.

w Enterprises expect the providers’ bill rates to remain flat, if not decline.
Cost and margin being the primary concerns for the year, enterprises expect no increase in bill rates with increase in efficiency and productivity.

Enterprises are aiming to rationalize/optimize their service providers with focus on cost, quality, and scalability.
Enterprises expect service providers to do more with less and bring in scalable innovative solutions. Vendor consolidation will be one of the key dilemmas in
front of enterprises for establishing cost-effective, long-term strategic partnership with vendors.

Generative Al will serve as a big opportunity.
Multiple industries look forward to incorporating generative Al. With little developments so far in-house, enterprises expect service providers to bring expertise
to explore and implement generative Al across their value chain.
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This report talks about the key trends of 2024 including cost concerns, role of gen Al, key
considerations in budgeting

Accelerated revenue growth is the top priority for engineering enterprises in 2024

Top business priorities going into 2024
Ranking based on percentage of enterprise and service provider respondents selecting as key priority

1 2 3 4 5

Drive Enhance Accelerated Customer Achieve Productivity
accelerated profitability / innovation experience sustainability improvement
revenue growth cost across products improvement goals
optimization and services

While enterprises are expecting a positive outlook for 2024,
enhancement in profitability remains a priority; do more with less seems to be the driving force

Key business challenges expected in 2024
Ranking based on percentage of respondents selecting as highly challenging

Enhance brand
reputation

Cost and margin pressures to be the top challenge for engineering enterprises

| Enterprises are looking toward service providers to help them with generative Al

Top contributions expected from providers to facilitate the successful integration of generative Al into their operations by enterprises
Ranking based on percentage of enterprise and service provider respondents selecting as key priority

Thought leadership to identify innovative use cases for generative Al

Technical expertise in implementing generative Al solutions
Assistance with developing a robust business case for generative Al adoption

Support overall value chain transformation through enterprise-wide generative Al implementation

Decreasing order of priority

Providing training and upskilling opportunities for our workforce

Continuous monitoring and optimization of generative Al systems

<4—

| Network and software engineering share in the ER&D budget pie in 2024

Expected change in cost allocation in different functions of engineering in 2024
Percentage of enterprise respondents

Il 'ncrease significantly (more than 10%)
Il 'ncrease moderately (3-10%)

owing to Russia-Ukraine war
followed by Israel-Palestine
conflict

especially in semiconductor
markets, are becoming a key
concern for engineering firms

talent pressures have
moved down the ladder

=y ‘f‘r{} / * A Remain flat (-2% to +2%)
ST+ & & @ I Decrease moderately (3-10%)
oD
L - Il Decrease significantly (more than 10%)
Increased
Cost and margin geopolitical and Increase in Regulations Adapting to new Talent acquisition 58%
pressure location risk competition in key market business models and management 47%
42% 37% 37%
o (]
2024 Rank 2 & 4 5 9 32% 319 32% 32% 32%
New addition 21% 9
2023 Rank 2 11 in 2024 7 4 S ° 20% 16% 16%
Trad ble with act 1% 1%
. . raae wars visible with acts 0, 0, 0, 0, 0,
Geopolitical pressures gaining . 5% 5% 5% 5% 5%
prominence going into 2024, froéz:gs;;i'imi’ié?d With the talent war easing, 0% _ 0% 0% 0%

Manufacturing engineering Network engineering Mechanical engineering Embedded engineering Software engineering
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This report talks about the key trends of 2024 including cost concerns, role of gen Al, key
considerations in budgeting

Evolution and adoption of technology serve as a growth drivers for engineering firms

External factors influencing the business in 2024

Based on percentage of respondents Negative influence

Global macroeconomic conditions 68%

Geopolitical environment 74% _

16% .
16% .
2 [l

Government policies and regulations

Evolution and adoption of new technologies

Changes in customer interest and purchasing behavior

Changes in competitors' strategies,
market share, and offerings

Neutral

6%

15%

42%

10%

21%

21%

Positive influence

26%

11%

42%

42%

74%

58%

Over 50% of engineering enterprises are on track to meet their revenue targets

Engineering companies’ performance in 2023
Percentage of enterprise respondents

Better than
expected

About as
expected

__________________________________________

Tough year

The majority of the engineering firms with lesser
optimistic sentiments entering into 2023 demonstrated
as expected / slightly better than expected results in
2023

Manufacturing enterprises indicated a fantastic year
with an optimistic outlook for 2024

The majority of electronics, hi-tech, and technology
enterprises demonstrated as expected results in 2023,
and are optimistic for the upcoming year

Firms with big annual revenue (>US$ 20 billion)
indicated good results in 2023
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Engineering service providers can leverage 2024 as a blessing in disguise through
cost-effective, innovative, and high traction technology solutions

Be prepared for doing more with less, with cost and profitability key driving areas

Seize the generative Al juggernaut

Build productivity, quality, and innovation — the key areas to drive and win deals . j

Leverage the reallocation of budgets through expertise in fields of demand such
as cloud, cybersecurity, and generative Al

As in-house talent is expected to see a reduction and offshore and onshore
outsourcing to see a spike, service providers can grab opportunities through
their offshore and nearshore talent pool
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E G ® Everest Group is a leading research firm helping business leaders make confident decisions. We guide clients through
Ve re St rO U p today’s market challenges and strengthen their strategies by applying contextualized problem-solving to their unique
situations. This drives maximized operational and financial performance and transformative experiences. Our deep
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at www.everestgrp.com.

With you on the journey

NOTICE AND DISCLAIMERS
IMPORTANT INFORMATION. PLEASE REVIEW THIS NOTICE CAREFULLY AND IN ITS ENTIRETY.

Stay connected THROUGH YOUR ACCESS, YOU AGREE TO EVEREST GROUP'S TERMS OF USE.
Dallas (Headquarters) Website Everest Group’s Terms of Use, available at www.everestgrp.com/terms-of-use/, is hereby incorporated by
info@everestgrp.com everestgrp.com reference as if fully reproduced herein. Parts of these terms are pasted below for convenience; please refer
+1-214-451-3000 to the link above for the full version of the Terms of Use.
Social Media Everest Group is not registered as an investment adviser or research analyst with the U.S. Securities and
Bangalore X @EverestGroup Exchange Commission, the Financial Industry Regulatory Authority (FINRA), or any state or foreign securities

india@everestgrp.com
+91-80-61463500

m @Everest Group regulatory authority. For the avoidance of doubt, Everest Group is not providing any advice concerning securities
as defined by the law or any regulatory entity or an analysis of equity securities as defined by the law or any
defined by the | lat tit lysis of equit: iti defined by the |
ﬁ @Everest Group regulatory entity.

Pe!hi @ @Everest Group All Everest Group Products and/or Services are for informational purposes only and are provided “as is” without
india@everestgrp.com any warranty of any kind. You understand and expressly agree that you assume the entire risk as to your use
+91-124-496-1000 Blog and any reliance upon any Product or Service. Everest Group is not a legal, tax, financial, or investment advisor,

everestgrp.com/blog and nothing provided by Everest Group is legal, tax, financial, or investment advice. Nothing Everest Group
London provides is an offer to sell or a solicitation of an offer to purchase any securities or instruments from any entity.
unitedkingdom@everestgrp.com Nothing from Everest Group may be used or relied upon in evaluating the merits of any investment. Do not base
+44-207-129-1318 any investment decisions, in whole or part, on anything provided by Everest Group.

Products and/or Services represent research opinions or viewpoints, not representations or statements of fact.

Toronto Accessing, using, or receiving a grant of access to an Everest Group Product and/or Service does not constitute
canada@everestgrp.com any recommendation by Everest Group that recipient (1) take any action or refrain from taking any action or
+1-214-451-3000 (2) enter into a particular transaction. Nothing from Everest Group will be relied upon or interpreted as a promise

or representation as to past, present, or future performance of a business or a market. The information contained
in any Everest Group Product and/or Service is as of the date prepared, and Everest Group has no duty or
obligation to update or revise the information or documentation. Everest Group may have obtained information
that appears in its Products and/or Services from the parties mentioned therein, public sources, or third-party
sources, including information related to financials, estimates, and/or forecasts. Everest Group has not audited
such information and assumes no responsibility for independently verifying such information as Everest Group
has relied on such information being complete and accurate in all respects. Note, companies mentioned in
Products and/or Services may be customers of Everest Group or have interacted with Everest Group in some
other way, including, without limitation, participating in Everest Group research activities.



mailto:info@everestgrp.com
mailto:india@everestgrp.com
mailto:india@everestgrp.com
mailto:unitedkingdom@everestgrp.com
mailto:canada@everestgrp.com
https://www.everestgrp.com/
https://www.everestgrp.com/blog
https://www.youtube.com/channel/UCbQ1l16kgLcWzLOSIN3cdHg
https://www.linkedin.com/company/everest-group
https://twitter.com/EverestGroup
https://www.facebook.com/everestgrp/
http://www.everestgrp.com/
http://www.everestgrp.com/

