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The decision logic of outsourcing

Is activity of 
strategic 

importance

Explore keeping this activity in-house

Yes Yes

Does company 
have specialized 

knowledge
No
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operations 

performance 
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Yes

No
Is significant 
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performance 
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outsourcing 
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No

Outsourcing: Make or buy decision

Nigel Slack, 2009
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Outsourcing and Offshoring?
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Outsourcing and Offshoring?

Outsourcing
Domestic supplier delivers 
products and/or services

Offshore outsourcing
Overseas supplier delivers 
products and/or services

Domestic operations
Focal operation performs 

activities themselves

Offshore operations
Focal operation’s overseas 

operation delivers products 
and/or services

Ownership of 
operations

Location of operations

Don’t own the 
assets

Own the 
assets

Domestic International
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Benefits and Risks of Outsourcing

Discuss:

1. Benefits and risks to the organisation

2. Benefits and risks to the industry/nation/governments/local 

economy
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e.g. Boeing 787 outsourced design and manufacturing of
crucial components 30% more than industry average.
E.g. stopped providing blueprints for component
suppliers. Resulted in 3 years delay & billions lost.
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e.g. NHS – IT systems outsourcing 2002 circa
£9.8bn of overall losses

“This saga is one of the worst and most expensive
contracting fiascos in the history of the public
sector”. Member of Parliament
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Outsourcing frameworks

1
1

Marginal

Buy
Make

Marginal 

buy

Make Develop internal capability

Develop suppliers

Weak Tenable Superior Weak Tenable Superior Weak Tenable Superior

Emerging

Growth

Mature

Low today High today High in the future

Your process technology relative to competitors

Significance of process technology for competitive advantage
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Welch and Nayak (1992)
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Examples of service outsourcing:

Page 12

Signed a 7-year, £1.7 billion contract with Accenture 
to cover design, building implementing and running 

all the retailers’ IT systems and networks.  
Terminated in 2 years.

Signed a 7-year, $5 billion contract with 
IBM to cover data centers, help desks, 
distributed computing, data and voice 
networks.  Terminated after 21 months 

of operation.Dell moved product support for 
business accounts from India back to 
the U.S. in 2003, after two years of 

operation.

Signed a 5-year, $195 million contract  with 
Computer Science Corporations for help-

desk services, desktop systems, and network 
operations.  Terminated in 1.5 year.

HP – Taiwanese Supplier issues  faced with  
outsourced services  such as marketing and 
manuals. "This glamour of new product will 
perfectly fit to your daily life from any of 
locations!" A major outsourcing fiasco  happened 

during Olympics, where Armed Forces had 
to step in as the security services provider 
G4S shortly before the event  announced 

it did not have enough resourcesSource: Mei Li (2010)

http://images.google.com/imgres?imgurl=http://www.listphile.com/Fortune_500_Logos/J_P_Morgan_Chase_and_Co/image/011_jpmorganchase.png&imgrefurl=http://www.listphile.com/Fortune_500_Logos/J_P_Morgan_Chase_and_Co&usg=__SQeiZUqoVGZrURSGBQeVFdpW7KA=&h=375&w=375&sz=6&hl=en&start=1&tbnid=OcXkVMthhwqQ-M:&tbnh=122&tbnw=122&prev=/images?q=J+P+Morgan+Chase&gbv=2&hl=en


Warwick Business School

A recent survey on outsourcing

 What are the key drivers for successful outsourcing partnerships?



Warwick Business School

https://www.cips.org/supply-management/news/2015/june/cost-second-to-reliability-when-it-comes-to-
outsourcing/

A recent survey on outsourcing

 What are the key drivers for successful outsourcing partnerships?

1. Service reliability

2. Cost

3. Understanding customers business

4. Trust

 The 'softer' and less quantifiable elements of an outsourced 
relationship are more often the ones that make the most difference 

https://www.cips.org/supply-management/news/2015/june/cost-second-to-reliability-when-it-comes-to-outsourcing/
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Outsourcing Logistics Services: What is the 
difference between 3PL and 4PL?
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http://www.reshorenow.org/to-reshore-or-offshore-how-to-objectively-decide.pdf

Re-shoring – an emerging practice

 Bringing back operations from outsourced destinations to produce near the 

customer markets. (localization)

 Outsourcing is criticized and seen by some as a ‘herd mentality’ – i.e. it is 

not always a rational decision to outsource to China

 Expanding to China gives boost to shareholder value and reputation but 

most cases are only assessed based on unit cost rather than TOTAL COST so 

transportation, delay, and incompatibility issues are not taken into account.

http://www.reshorenow.org/to-reshore-or-offshore-how-to-objectively-decide.pdf
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http://www.reshorenow.org/to-reshore-or-offshore-how-to-objectively-decide.pdf

Some re-shoring figures

http://www.reshorenow.org/to-reshore-or-offshore-how-to-objectively-decide.pdf
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Re-shoring & outsourcing videos

 Why companies are re-shoring back to Britain by 
BBC

http://www.bbc.co.uk/news/av/business-
26235707/why-companies-are-re-shoring-back-
to-britain

http://www.bbc.co.uk/news/av/business-26235707/why-companies-are-re-shoring-back-to-britain
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Future of Outsourcing

 Reshoring due to Covid

 Co-sourcing: collaboration between buyer & provider

 Outsourcing types :
 Pay per use type contracts (sharing economy)
 Outcome based contracting

 Digital outsourcing

 Outsourcing to Robots

Please read this article to be discussed in the Live lecture

https://www.bbc.co.uk/news/business-45272835

https://www.bbc.co.uk/news/business-45272835

