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3Q12 CIO Survey – IT Budgets Holding Steady, Macro Worsening

● Still Expecting Slight 2012 Budget Growth – Our survey of 260 CIOs across the U.S., Europe and Asia 
continues to point to very modest growth (+0.8% Y/Y), consistent with the last five quarters.

● Growth and Trends Vary by Geography – Asia continues to recovery quickly, with CIOs indicating in +2.8% 
Y/Y spending growth in 2012, up from 1.1% in 2Q.  In the U.S., the recovery trend remains in place, but is anemic 
(+0.6% vs. +0.2% in 2Q and slight declines in the two prior quarters).  Europe CIOs continue to see declining 
budgets with no sign of an up-trend.

● Confidence in Macro Not Improving – CIO responses suggest no confidence in macro recovery.  Across all 
three regions, there is a multi-quarter trend of fewer seeing improvements and more seeing worsening 
conditions.  Absolute conditions are far worse in Europe (many more say economy worsening than improving).  In 
all three geographies, we saw negative momentum with more “worsening” and less “improvement”.  Despite 
stronger spending conditions in Asia, the macro outlook soured most here.

● Macro Impact on Spending – Still the majority of CIOs report no impact from macro on budget in Asia (71%) 
and U.S. (60%), while ¼ of European respondents have seen a lowering of budgets so far this year.  Surprisingly, 
despite lack of macro confidence and stagnant spending, new project allocation up-ticked.

● Budget Priorities & Deferrals – Server consolidation/virtualization, Improving network security, Cloud 
computing, and Application of Business Intelligence Software deployment are among the top priorities in all 
regions. HR outsourcing, call center outsourcing, and IT outsourcing are common candidates for deferral.

● Spending by Category – Printers and Storage (tape) were identified as areas that would not benefit from  
spending in 2012; these items ranked in the bottom-3 for all regions. Conversely, CIOs will continue to spend on 
Application Software in 2012, which remains a top-3 priority in all regions. In Asia, it was indentified that CIOs
view  PCs as an area that will benefit from spending; in the U.S. and Europe it was identified that Security 
Software will be an area that benefits from spending.
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● PCs / Hardware – Our 3Q survey indicates that PC replacement cycles continue to normalize.  Almost 80% of 
respondents cited that PC replacement cycles already has or expected to normalized within the next 6-9 months. 
Respondents are expected to replace roughly 20-22% of their PC installed base in 2012, suggesting a relatively 
normal PC refresh and trend-line unit growth in the near-term. Meanwhile, our survey also suggests that CIOs are 
increasingly allowing employees to bring/procure personal devices to replace corporate PCs, which highlights 
BYOD (Bring-Your-Own-Device) as a potential new disruption to traditional PC procurement.

● Networking – The expected annual change in Data Networking spending is largely unchanged with the weighted 
average response indicating a modest 1.3% increase; this is roughly inline with prior quarter survey and a modest 
uptick versus the prior year. Strength in Asia is offsetting the tepid trends in the U.S. and Europe, with Europe 
clearly presenting downside risks. 
– CIOs identified Network Security, Wireless, and WAN bandwidth as priority spending areas, while 

Application Delivery Networking, Video Content & Delivery, and Unified Communications/VoIP were cited as 
areas for potential deferral.

● Services – Cloud computing and analytics remain positive growth drivers for services vendors. Moving work to 
lower cost locations (i.e., off-shoring) remains a positive priority for CIO respondents over the next 12 months, with 
consistent increases in Europe over the past 4 qtrs. – this is in line with our recent checks/thesis. BPO has also 
gained as a priority in each region since 4Q11; with BPO in positive territory in Europe for the first time in recent 
history. Survey points supports flattish 2012 pricing. ACN, CSC, EPAM, and CTSH continue to be net wallet-share 
gainers based on the results.

● Software – Software priorities are strengthening with short ROI projects (such as server virtualization) and non-
discretionary items (security, PC upgrades) still strong. Security software is now in top-three spending priorities, in 
all the regions and Software as a Service (cloud computing) moves up in the priority list globally.  Both of these are 
more defensive spending categories.

Sector Commentary
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● 3Q12 survey results suggests budget growth for the year 
at levels well below last two years but, an increase from 
previous quarter (+0.2% to +0.8%)

● Spending expectations improved from last quarter in the 
U.S. (+0.2% to +0.6%) and Asia (+1.1% to +2.8%)

● In Europe, 2012 IT budgets expectations remained 
consistent with prior quarter survey results at -0.2% Anticipated IT Budget Growth figures taken from 4Q survey of year before 

labeled year (e.g. 2010 growth from 4Q09 survey)

2012 IT Spending Growth: Modest Uptick Driven by U.S. and Asia

Source: Citi Research
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 Consistent with the last few surveys, Healthcare 
and Manufacturing show highest growth

 Nearly all verticals showed modest sequential 
increases in budget growth versus Q2 with the 
exception of Industrials, Consumer Staples, and 
Utilities

 Large enterprises (>$10B in revenue) 
demonstrated the biggest sequential improvement 
with budgets jumping from +0.4% to +1.3%

Expected 2012 IT Spending by Size and Vertical

Source: Citi Research
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Little Recovery Momentum Worldwide

Source: Citi Research
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CIOs were asked: What is your general outlook 
for the next 12 months regarding the global 
economy?

U.S.: Negative tail risk diminishing (fewer “worsening 
substantially”) while seeing multi-quarter positive 
“improving slightly” trend.

Europe: Still have some negative tail risk (10.0% seeing 
substantial worsening), while still seeing more 
“worsening slightly” with little recovery momentum (flat 
to down “improving slightly”).

Asia: Seeing negative momentum in improvement 
(downtrend in “improving slightly”).
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● CIO sentiment across U.S., Asia, and 
Europe is on relatively firm ground with 
more than half noting that macro 
commentary has not impacted budgets

● In Europe, roughly 49.0% of the CIOs still 
expect the economy to have a downward 
impact on 2012 spending 

● In Asia, 71.0% of CIOs expect no impact 
to 2012 budgets; this is an improvement 
from last quarter’s 55.0%, but a bit weaker 
than 75.0% in 2Q11 (our first qtr. of Asia 
data)

● On average, CIOs believe that a 
worsening economy could result in a 
~4.0% to 5.0% decrease in IT budgets

Economic Outlook: The Effect on Proposed Budgets

Source: Citi Research
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A Slight Increase Across the Regions in New Project Spending

● U.S. CIOs intend to spend 24.0% of 
their IT budget on new projects. This 
is relatively consistent for the past 
three quarterly surveys

● Europe CIO spending on new 
projects increased to 25.0% this 
quarter, a +2.0% sequential increase, 
and is consistent with historic levels 
prior to the -3.0% decline in 1Q12

● Budgets for new projects remain 
more robust in Asian markets with 
allocations continuing to increase 
sequentially after the unexpected dip 
in 1Q12

72%

77%

Source: Citi Research
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● Pressuring vendors for pricing 
concessions and consolidation of 
hardware, software, and IT 
services and vendors are the 
preferred methods by CIOs to 
generate near term cost savings

● Pricing concessions as a cost 
savings strategy increased 
+6.9% q/q to 73.8% of 
respondents; virtualization 
remains the second most 
preferred strategy but did decline 
-4.6% to 66.2% 

● Application, business process, 
and infrastructure outsourcing 
are all up sequentially, but 
compared to consolidation they 
don’t provide the same level of 
near term savings for CIOs 

Pricing Concessions &Virtualization Expected to Drive Cost Savings
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● Server consolidation/virtualization and Improving information and network security remain top 2 
priorities across the U.S. and Europe; in Asia, application or business intelligence software 
deployment and server consolidation/virtualization are the top 2 priorities 

● IT outsourcing represented the largest sequential increase reported by CIOs in the U.S.; in Europe 
and Asia application or business intelligence software deployments had the largest sequential 
increase

● HR outsourcing and Call Center outsourcing are low priority items across all three regions. 

Project Priorities – Analytics, Cost Savings, Security

Europe
Are the following items a “priority” or “candidate for deferral” during the next 12 months?

U.S. Asia

Source: Citi Research
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● Application Software continues to be ranked a top-3 priority in all three regions 

● Printers and Storage (Tape) remain the lowest two priorities for CIOs in both the U.S. and Europe; it 
has ranked consistently this way starting in CY2011 and progressing through 3Q12

● PCs ranked the highest priority for spending in Asia; application software and application development 
are the number two and three spending priorities, respectively.

2012 Spending Priorities relative to 2011 Priorities

Relative to 2011, characterize your spending in the 
following categories during 2012 

Source: Citi Research
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21%

Europe

21%

Asia

22%

US

When do you expect your PC refresh 
cycle to return to normal?

What percent of your current PC 
installed base will you replace in 

2012?

 Almost 80% of CIOs surveyed indicate that PC replacement cycles have or 
will normalize by 1H13.

 On average, 20-22% of the PC installed base is expected to be replaced in 
2012, roughly the same versus last quarter. 

PC Replacement Cycle Further Normalizing

Source: Citi Research
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Do you plan to adopt a BYOD policy for 
employee PCs?

Primary reasons of implementing a 
BYOD policy for employee PCs?

 Roughly 15% of respondents cited that their employees are already using 
their personal PCs/tablets at work  

 An additional 27% of respondents noted that they are either planning to or at 
least reviewing the possibility of BYOD for PCs

 The top two reasons for BYOD adoption are 1) lowers IT cost, and 2) 
increases employee satisfaction 

BYOD Trend Expanding into PCs 

Source: Citi Research
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Data Networking

Networking - Spending Intentions Relative to Prior Year

0.4
% 4.0

%

14
.5%

45
.4%

23
.3%

10
.8%

1.6
%

0.8
% 3.2

%

14
.1%

46
.0%

24
.2%

11
.3%

0.4
%

1.2
% 4.0

% 11
.2%

44
.6%

27
.5%

10
.4%

1.2
%

2.4
%

3.2
% 11

.2%

41
.4%

28
.3%

10
.4%

3.2
%

1.2
% 7.1

% 13
.0%

35
.0%

28
.0%

11
.8%

3.9
%

1.9
% 6.2

% 9.7
%

38
.1%

26
.5%

13
.6%

3.9
%

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

Lower by
10% or
greater

Lower by 5-
9%

Lower by 2-
4%

Flat (+/- 1%) Higher by 2-
4%

Higher by 5-
9%

Higher by
10% or
greater

2Q11 3Q11 4Q11 1Q12 2Q12 3Q12

● Expected annual change in Data Networking 
spending is largely unchanged as CIOs increasingly 
believe that it will remain flattish (depicted by the 
+3.1% increase in this segment from 2Q12 
numbers), relative to the prior year

● On balance, the weighted average response 
indicates a modest 1.2% increase in data 
networking spending; this is roughly inline with the 
prior quarter survey and a very modest uptick 
versus the prior year

● At the geographic level, strength in Asia and the 
U.S.  has been offset by flat to lower expectations 
in Europe
– Although Europe has been relatively constant, we 

believe there may be risks going forward as seen 
on next slide

The expected annual changes in Data Networking spending are roughly flat sequentially and are modestly 
higher versus the prior year. Strength in Asia and U.S. offsets tepid trends in Europe

Source: Citi Research
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Data Networking

% Reporting High Priority IT Budget
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● Network Security is consistently a top focus for 
CIOs and is currently viewed by 55.4% of survey 
respondents as a high priority spending item
– Wireless (39.6%) and WAN bandwidth (39.6%) 

are also perennial spending priorities  

● Conversely, Video and Content Delivery ranks as 
the category with highest propensity to experience 
spending deferrals with 11.2% of survey 
respondents indicating an ability to push out 
spending
– CIOs also view Application Delivery Networking 

and Unified Communications/VoIP as deferral 
targets

● Although spending intentions on Data Networking 
seems relatively stable in Europe (as seen in prior 
slide), 6% of European CIOs say they can defer 
investment in switching
– This sets up potential risk going forward that 

macro/political uncertainty in the region may 
dampen demand in 2H

Network Security, Wireless & Mobility, and WAN Bandwidth are top priorities, while CIOs indicated  the most 
ability to defer spending in Application Delivery Networking, Video & Content Delivery, and Unified 
Communications/VoIP

Source: Citi Research
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Stable IT Services Pricing for 2012 
 Our data indicates a modest upward trend in per unit pricing for IT Services over the past three 

quarters. The average 2012 unit price change across the 260 CIOs is expected to be +0.5% based 
on the 3Q survey data . This is compared to our 2Q12 survey result of +0.3% and our 1Q survey of 
negative 0.49% [see chart below]. Also, the percentage of CIOs looking for unit price reductions has 
been relatively consistent qtr/qtr at 33.8% in 3Q, 32.3% in 2Q, and 33% in 1Q12. 

 The above survey trends, combined with other recent channel checks, gives us a high level of 
confidence that pricing is neutral to the IT Services vendors in 2012.

CIOs were asked: What level of unit price increase or decrease do you expect from your IT services vendor in 2012? 

Source:  Citi Research

Asia, Europe, U.S. – Average 

-0.49%

0.31%

0.50%

-0.15%

-0.60%

-0.40%

-0.20%

0.00%

0.20%

0.40%

0.60%

4Q11 1Q12 2Q12 3Q12



18

Outsourcing Trends 
 CIOs either exploring outsourcing additional functions or currently ramping incremental 

projects improved sequentially in 3Q to ~32% from 28% in 2Q12 and from 25.4% in 1Q12.  

 Note that this chart typically applies primarily to large traditional IT outsourcing, and not to 
smaller incremental offshore outsourcing deals . 

CIOs were asked the following:  If you are currently in the process of outsourcing incremental functions in your organization, what stage of the process are you in?

Asia, Europe, U.S. 

Source:  Citi Research
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Services “Wallet-Share” Trends
 On average, IT vendors did a good job of maintaining or increasing wallet share in 3Q. The 

absolute number of vendors losing share declined to 4 from 6 in our 2Q survey

 Accenture, Cognizant, and CSC remained positive net wallet-share gainers in the third quarter. 
EXLS and WNS improved to +4% and +7%, respectively, from 0% and +2% in 2Q. IBM gained the 
top spot in 3Q, partly at the expense of HP/EDS we believe.

 East European outsourcer EPAM showed solid net wallet share gain of +12% vs. +7% last qtr . 

Source:  Citi Research

CIOs were asked: Which IT services vendors are gaining or losing share of the IT spending dollars at your organization?
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Software Budget Priorities
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CIO Spending Priorities
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● Server Virtualization continues to show some weakness in 3Q12 as in 2Q12 after consistently strong 
results in 4Q11 and 1Q12

● Applications Software and custom software development showing stability after declining significantly 
in 2Q12

● Steady demand for Information and Network Security

● Looming XP end of life should result in heightened pressure to transition to more current Windows. 
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Interest in Desktop Virtualization Picking Up

Source:  Citi Investment Research and Analysis

● Interest in Desktop Virtualization picking up; Customer evaluations appears to have converted to 
deployments

● CIOs are generally reporting deployments across 10%-20% of total workforce

● CIOs that are not expecting to deploy VDI (“No plans” + “Decided not to deploy”) has remained largely 
unchanged over the past 12 months
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Mobility / Flexibility Driving Deployments; User Adoption the Main Deterrent

Source:  Citi Investment Research and Analysis

● Intangible benefits cited as the primary drivers of VDI: Mobility, Flexibility and Manageability

● Closing cost gap could spur adoption: Costs savings are not driving deployments, but still seen as 
a relatively strong impediment

● Maintaining user familiarity with existing computing environment and a higher capital investment 
are the biggest deterrents
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