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Navigating Cloud: The Opportunity Costs

Executive Summary

This white paper examines the opportunity costs faced by UK small and medium-sized enterprises (SMEs)
in managing their Cloud infrastructure operations.

Key points include:
¢ Cloud adoption has shifted focus from development to operational challenges
e SMEs struggle to resource workloads of core business activities and non-core Cloud management
e Scarce technical talent is often misallocated to routine operational tasks

o Partnering with Cloud specialists can help SMEs refocus on high-value activities

The Cloud Conundrum

For UK SMEs, Cloud computing has evolved from a novel technology to an operational necessity. Yet as
Cloud infrastructure becomes increasingly vital, many firms already struggling to deliver everything in the
plan, find themselves grappling with an unexpected dilemma: how to manage new, complex Cloud
operational workloads without diverting resources from core business objectives.

This challenge stems from a fundamental mismatch between two distinct workloads: development and
operations. Development work, being high-value and core to the business, demands creativity, innovation,
and deep domain knowledge. Operations work, while crucial, involves more routine tasks that are not
specific to any particular business - akin to a chef managing kitchen equipment rather than creating culinary
masterpieces.

The result is a significant opportunity cost as scarce technical talent and management attention are
consumed by non-core activities. This paper explores the nature of these costs, their impact on UK SMEs,
and potential strategies for navigating this complex landscape.

The Widening Skills Gap

The rapid pace of Cloud technology evolution has created an acute shortage of qualified professionals. A
recent study by TechUK found that 68% of UK businesses report difficulty in hiring staff with Cloud
computing skills. This scarcity is particularly pronounced in the SME sector, where firms often lack the
resources to compete with larger enterprises for top talent.

The skills gap is not merely a matter of quantity, but of quality and specialisation. Cloud operations require
a set of competencies distinct from those needed in development roles. As Gartner analyst Lydia Leong
notes, "Cloud infrastructure and operations skills are not only scarce, but also rapidly evolving, making it
challenging for organisations to keep pace".

Navigating Cloud: The Opportunity Costs page 1 © 2024, Flexiion Ltd



For SMEs, the implications are stark. Attempts to upskill existing staff or hire specialists often prove costly
and time-consuming. A survey by the Cloud Industry Forum found that 47% of UK SMEs cite lack of skills
as a major barrier to Cloud adoption and optimisation?®.

The DevOps Dilemma

Many organisations have turned to DevOps as a potential solution, seeking to bridge the gap between
development and operations. While DevOps practices can indeed improve collaboration and efficiency, they
are a bridge to operational Cloud management, not a substitute for it.

DevOps teams typically focus on streamlining the development pipeline and facilitating rapid deployment.
However, they rarely possess the depth of expertise and experience required for ongoing Cloud
infrastructure management, security, and optimisation.

As industry analyst James Governor of RedMonk observes, "DevOps is about culture and process change,
not a job title. Expecting DevOps practitioners to also be Cloud infrastructure experts is often unrealistic"“.

The Hidden Costs of DIY Cloud Management

For SMEs attempting to manage Cloud operations in-house, the costs extend far beyond direct expenditure
on salaries and training. The true price is paid in opportunity costs - the value of alternative activities
forgone.

Misallocation of Talent : When skilled developers are diverted to operational tasks, their ability to
innovate and create premium value for the business is diminished. A study by McKinsey & Company
found that top-performing software developers are up to 10 times more productive than average
developers®. Allocating these high-value resources to routine Cloud management represents a
significant opportunity cost.

Management Distraction : Effective and cost-effective Cloud operations demand significant
attention and oversight from senior people, particularly the COO and CFO. This diverts focus from
strategic initiatives and core business objectives. The Economist Intelligence Unit reports that 54%
of SME leaders feel they spend too much time on technical issues rather than business strategy?®.

Delayed Innovation : The complexity of Cloud management can slow the pace of innovation. When
development teams are distracted and burdened with operational concerns, new developments take
longer to be deployed. In fast-moving sectors, this delay can be the difference between achieving
business objectives and not.

Security Risks : Inadequate Cloud management poses significant security risks. The UK's National
Cyber Security Centre reports that misconfigured Cloud services are a leading cause of data
breaches’. For SMEs lacking specialised security expertise, the potential costs of a breach - both
financial and reputational - are substantial.

The Imperative for Specialisation

As Cloud infrastructure becomes increasingly complex, the case for specialisation grows stronger. Just as
businesses outsource legal or accounting functions to experts, there is a compelling argument for
partnering with Cloud specialists for operational management and support.
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Focus on Core Competencies : By delegating non-core Cloud operations to specialists, SMEs can
refocus their technical talent on core business activities. This aligns with management guru Peter
Drucker's principle of focusing on core competencies: "Do what you do best and outsource the
rest"®.

Access to Expertise : Cloud specialists bring a depth and breadth of experience that is difficult for
individual SMEs to match. They stay abreast of the latest developments in Cloud technology, all the
different brands and technologies, security practices, and compliance requirements.

Cost Efficiency : While engaging Cloud specialists involves direct costs, these can be significantly
less than payroll and can lead to significant savings in the long run. A study by Deloitte found that
companies outsourcing IT functions typically save 20-30% on operational costs®.

Scalability and Flexibility : Cloud specialists can provide scalable support that grows with the
business and goes where it needs to go. This flexibility is particularly valuable for SMEs
experiencing rapid growth and changes in demand.

Navigating the Path Forward

For UK SMEs reliant on Cloud infrastructure, the path forward requires a strategic approach to resource
allocation.

The following considerations can help guide decision-making:

Separate Core from Non-Core Activities : Conduct a thorough audit of Cloud-related activities,
distinguishing between those that directly contribute to competitive advantage and those that are
necessary but not differentiating.

Evaluate In-House Capabilities : Honestly assess the organisation's skills and bandwidth to
manage Cloud operations effectively. Consider not just current capabilities, but also the feasibility of
developing and maintaining expertise over time to give the business choices and scalability

Total Cost of Ownership : When evaluating the costs of Cloud management, look beyond
immediate expenses to consider long-term implications, including opportunity costs and potential
risks.

Explore Partnership Options : Investigate potential partnerships with Cloud specialists. Look for
providers with experience in your industry and a track record of supporting businesses of similar
size and complexity.

Conclusion

The Cloud has undoubtedly revolutionised the way SMEs operate, offering unprecedented scalability and
flexibility. However, the complexity of Cloud management presents a significant challenge, particularly for
resource-constrained SMEs.

By recognising the opportunity costs associated with in-house Cloud management and considering
partnerships with specialists, SMEs can navigate these challenges more effectively. This approach allows
businesses to harness the full potential of Cloud technology while maintaining focus on their core
competencies and strategic objectives.
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In an increasingly competitive and technology-driven business landscape, the ability to optimise resource
allocation and focus on high-value activities may well be the key to long-term success. For UK SMEs,
mastering this balance in the context of Cloud computing is not just a technology issue, but a fundamental
business imperative.
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