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The decision to outsource is often made 

ing or conserving energy directed at the com

ogy and resources.

What is outsourcing?

There are as many definitions of out

ing can include anything from outsourcing 

all management of IT to an IBM  or ED S to 

outsourcing a very small and easily defined 

O utsourcing involves the transfer of 

An Introduction to Outsourcing

Abstract: Outsourcing has come a long way. Initially, the practice made a well-publicized mark 

when U.S. manufacturers began sending their operations to developing-market countries and laying off 

blue collar employees back home.M ultinational corporations are looking at near-shoring, offshoring and 

outsourcing as a means of restructuring themselves strategically in order to better compete in an increas-

ingly global economy.
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agreement that defines the transferred ser

sources from the client. The client agrees to 

cally outsourced include information tech

facturing and engineering.

Why outsource?

strategic level and normally requires board 

a business function involving the transfer of 

ness case to justify the decision. Only once a 

high level business case has been established 

The business case for outsourcing varies 

effectively; 

business and commercial conditions; 

dictable costs; 

infrastructure;

access to innovation and thought 

ITO, BPO, KPO - what’s 

the difference?

cess outsourcing.

IT outsourcing clearly falls under the 



112 Management

No. 6 ~ 2007

Why is outsourcing so hard?

ing is difficult. The failure rate of outsourc

is the inherent conflict of interest in any out

That tension must be managed closely in or

der to ensure a successful outcome for both 

client and vendor.

A nother cause of outsourcing failure 

is the rush to outsource in the absence of a 

good business case. Outsourcing is increas

How is outsourcing priced?

Unit pricing: The vendor determines a 

Fixed pricing:

Variable pricing: This means that the 

higher levels of services.

Cost-plus:

Perform ance-based pricing:

forays into outsourcing.
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Risk/reward sharing:

ing model that best fits the business objec

sourcing.

What about bundling?

the bundling of certain service levels into the 

the vendor more accountable and enables the 

What is an SLA?

A service level agreement (SLA) is a 

nish. Service levels are determined at the be

remedy the situation.

What is the best length for an 

outsourcing contract?

best length for an outsourcing contract has 

changed over the years. W hen outsourcing 

of shorter duration.

both client and vendor and therefore must 

ly long contracts (more than seven years) are 
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Should I outsource everything to one

 vendor? Or should I use a 

best-of-breed approach?

to meet IT demands. And the major IT ser

How do I decide what vendor 

or vendors to work with?

ure this out before soliciting any outsourcers 

and strengths.

Can I get outside help 

with this decision?

may have a vested interested in getting you 

creating a model or scoring system for evalu

sion.

There is often a reluctance to do this because 

sion can send shivers throughout IT and the 
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The advice given above for selecting 

led around by the outsourcer.

tract is never a done deal until you sign on 

What are the “hidden costs” of out-

sourcing?

The total amount of an outsourcing 

amount of money and other resources a com

costs of travel and difficulties of aligning dif

Among the most significant additional 

a business case for outsourcing.

What do I need to know about 

the transition period?
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How important is ongoing relationship 

management to outsourcing success? 

The success or failure of an outsourc

One study found that customers said at least 

dor management right. A highly collabora

management and trust can add value to an 

tives degraded by the greater need for mon

What if outsourcing doesn’t work out? 

Can I just bring the work back in?

7 Tips for Secure Outsourcing 

criminal behavior.
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and controlling data and services housed at 

files.

Success and Failure in Outsourcing

modity services. By integrating its service of

value of the individual services.

level agreements for the individual services. 

they are treated by both client and vendor 

This reduces search costs for the client and 

sales costs for the vendor.


