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To our mothers,

    and to all mothers,

       for mothers are angels on earth. 
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Foreword

their upcoming new notes and we are looking forward to working with that 

joy using. 

the outsourcing arrangement has run its course. Despite the availability of 

well together under pressure, and create the magic called success. 

riously as these business stalwarts are.

riences made me keen to contribute my thoughts in the foreword for this 

book. 
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approach that he was famous for. Outsourcing was only one of the compo

pecially the strategic end of the discussion on when to outsource, and when 

outsourcing to the eventual success of the companies, their leaders, and 

their products.

this endeavor I wish them great success.

Melbourne, Australia, February 2014



Is this scenario familiar to you?
1

department and steadily rose in rank over the years to become its Chief Fi

ment. 

his way up to the board, and known each and every member, even the new 

he would not mind taking on the challenge and were also aware that two 

of their last three choices did not turn out to be that brilliant. Yet they were 

reluctant to hand over the mantle to him. 

the best candidate for the job.

Preface
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gement, he had made his mark on the business. He was proud that the au

ditors, investment bankers as well as commercial bankers all complimented 

his accomplishments. Despite knowing all this, the board would not give him 

on the chief engineer and hence seemed to favour chief engineers over chief 
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they ever had to. Moreover, despite all their engineering knowledge, most 

captains could never replicate the knowledge base of a chief engineer. Suc

the chief engineers and knew how to get it.

integrate the gaps between the various points of views and get the best per



PREFACE

vision of the future that the board can buy into generally get the nod.

outsource strategically, to build a business network of mutually dependent 

important in the coming years. That is the strategic thrust underpinning  

this book.

is available from this link(2)

are really engaged in three kinds of businesses. One business 

-

-
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-

-

-

-

-

nimble product 

their companies: What business are we really in? Their answer 

customer service. This 

of infrastructure based businesses.

competencies have become highly specialised in 



PREFACE

businesses also sit in this camp.

into 

and deliberately, while others are stumbling, muddling and copying their 

supply networks 

strategically.
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simple. If your business focuses on what it is best at and then collaborates 

successfully with a network of other businesses that make up for the gaps 

Notes

-

or less reproduced faithfully.

chapter-of-thebook





our business?”. 

For many people, outsourcing is a dirty word, and it might have been the 

of successful outsourcing very early in my career.

person on board, and as a result worked the hardest. However, this opportu

Introduction
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Spain, Italy and Nordic countries were all struggling to keep up with the on

While I did not know much about the subsidies and other government 

rapidly, so that the ship could be launched and tested before being handed 

an outstanding global network of business partners and suppliers to build 

in IT outsourcing projects around the globe, she has deep insights into the 

Outsourcing provides leverage. It allows you to do things you could, or would 



OUTSOURCING 3.0:  OUTPERFORM • OUTSMART •  OUTPROFIT

hand, it allows you to grow more and faster. On the other hand, if gone sour, 

rangements can be found by research and throughout this book, including 

est wholesale drug distributor  into bankruptcy.  

company on earth that does not outsource anything. It is not just about cost 

was selected as one of the 5 key elements underpinning the success of these 

common themes and models in the discussions of outsourcing. However, 

A bit about me
I would like to take you back to where my passion started. Straight from a 

the global shipping industry I saw many super tankers, worth several millions 

of dollars, sailing on their maiden voyage straight from the shipyard to the 

which aroused an intense desire to study the causes of economic cycles. 
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rising from a cadet to a Master Mariner. With progressively more respon

ways to do similar things from all over the world. Such insights fuelled an

with MIT, Harvard, IMD, and London University. 

For the last 15 years I have been a management consultant to CEOs, 

services company made up of supply chain pioneers and thought leaders 

who work on selected high impact strategy projects with some of the largest 

chains.

we will discuss why companies outsource. We will also discuss when to out

describes a simple model that allows you to make such crucial decisions. 

Chapter 3 talks about several myths surrounding outsourcing that you need 
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without the new model. 

It will be fair to say that one of the most alarming trends has been the 

a giant vacuum cleaner, China has sucked in the manufacturing capability 

from the rest of the world at an intense pace over the past 15 years. Despite 

reversal of global economic fortunes. 

impossible to create and keep budgets, make price promises, and stabilise 

agement pundits.



INTRODuCTION

been very sparse, investment in research and development as well as prop

This book should spur thinking about how to design your own business mod

el that works for your circumstances. It is about newer ways of doing things 

in controlled laboratories. Neither is it based on countless interviews with 

sionally or regularly, do tend to make themselves known through their writ

sonally worked on over the last 15 years as a management consultant, and 

prior to that in the Merchant Navy. 

and new ideas. In my mind there is no higher pursuit than learning how to 

themselves.

In using this book I entreat the reader to use the concepts, materials, 

most modern business books which present a single idea with a lot of anec
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There is no doubt in my mind that as the supply chains globalise even more, 

will be how well they can structure, manage and wind up a variety of out

sourcing arrangements. Never before in the history of humanity have the 

Tinto, all their supply chains are now truly global. 

cussions about things you are passionate about. 
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Why do companies outsource?

What is the most outsourced service on earth today?

Outsourcing has a long history

The diverse landscape of outsourcing

The debate on outsourcing is centred on Core Competency

Core competency is an elusive concept

When you must not outsource?

Good and bad outsourcing

-

The seven myths that can fog your vision

How to debunk these myths?

Outsourcing Basics

SECTION 1
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Outsourcing of tasks does not transfer responsibility for related liabili

Outsourcing failure can have huge costs

How to use years of accumulated wisdom

Learnings from the key mistakes in large scale outsourcing deployment

Strategy and degree of outsourcing

What we are doing about outsourcing failures is not enough

The secret behind it all
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outsource.

 

Why Outsource?

Chapter 1



whY OuTSOuRCE?

35

Cost arbitrage

instance, India has emerged to be a venue for labour cost arbitrage following 

 

could indeed use this capacity to reduce the stress on their own manufactur

have already been paid by the core output of the plant. 

Technology access

It is evident that if you do not have access to a certain technology that is cru

tech capability of the vendors. 

the belief that due to superior process knowledge of vendors, outsourcing 

where such outsourcing has failed to deliver the results because the vendors 

were least interested in process improvement even if they were capable of 
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doing so. Somewhat obviously, any dollars that would be saved as a result of 

Does this mean that joint process improvement will not work in every 

cess knowledge and diligence to the table. The customer will have to drive 

Market access

In some cases vendor has access to the markets that will be valuable to the 

bers that would please the eyes of shareholders. 
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again. 

If you guessed call centres, I would have to say no. In fact, if you guessed any 

once. The answer, which lies somewhere in this chapter, is going to be a 

surprise to you.

We have worked closely with directors serving on boards of large organisa

at all levels in companies who would rather outsource than do the tasks 

Our take on this precarious yet vital issue is a balanced one. What we 

strive to convey to you, the reader, is a way of thinking, a framework, a tool

Chapter 2
The $483 Billion Question – 

“When to Outsource and When 
Not to Outsource?”
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What are the key criteria that help you decide when to outsource and 

when not to outsource?

good outsourcing arrangement and a bad one? We will see a few key re

seeking from the arrangement. 

center in India or Philippines. No doubt these are somewhat stereotypical 

images of outsourcing conveyed by the media, but let me describe the other 

costliest projects on earth today. From the beginning it was apparent that to 

gines, the avionics, the landing gear, even the wings are all manufactured by 

the outsourcing service providers all over the world. 

Fuji not only builds the wings and parts of the fuselage that hold the wings 



ThE $483 BILLION QuESTION – “whEN TO OuTSOuRCE AND whEN NOT TO OuTSOuRCE?”

out and a large cargo loader unloads the pieces coming from Italy, Japan, 

The wings come from Japan, the horizontal stabilisers come from Italy, 

Carolina. 

outsourcing. 

The advent of outsourcing is best described in his doctoral thesis at South

(1):

-

-

ing, and strategic partnering concepts, which date back hundreds 

-

-



OUTSOURCING 3.0:  OUTPERFORM • OUTSMART •  OUTPROFIT

-

ing methodologies. 

cessful (or unsuccessful, yet enduring) outsourcing arrangement. 

(2).

many services did you think of that can be outsourced? Look at various de

pyramid as shown in Figure 2.1, which also appeared in the Preface.

types of company and industries. However, the core of this pyramid will be 



ThE $483 BILLION QuESTION – “whEN TO OuTSOuRCE AND whEN NOT TO OuTSOuRCE?”
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in the Preface.

 

such gaps as that is the topic of discussion in my other book. 



ThE $483 BILLION QuESTION – “whEN TO OuTSOuRCE AND whEN NOT TO OuTSOuRCE?”

itorial services are the most outsourced services today. Did you get it right? 
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core competency then consider outsourcing. 

where it led to dependence on the outsourcing service provider, even for 

charged inordinately high prices for these minor services, especially if they 

1. -

a. 

frame?

b. 

c. 

will be lost or disposed of?

d. 

3. 

turn helps break the impasse in the board room as it did in our case. In fact 

ability to do things themselves.



ThE $483 BILLION QuESTION – “whEN TO OuTSOuRCE AND whEN NOT TO OuTSOuRCE?”

chain plan, matching projected supply to demand, it was very clear that the 

1. -

a. 

b. 

c. 

will be put at our disposal as a result?

d. 

-

3. 

that can help me decide when to outsource and when not to?”
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1. -

a. 

b. 
cult to replicate internally?

c. Economies of scale available to the outsourced service pro

d. Economies of scope? What is the source of such economies?

e. Cost arbitrage opportunity because of lower cost base of the 
service provider?

f. Patent, copyright or other proprietary knowledge base?

3. 

outsourcing, IT outsourcing and many other outsourcing arrangements fall 

to massive business losses is the case of oil rig Deepwater Horizon where 
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On the other hand, irrecoverability refers to the cost of developing these 

ate an arrangement where you retain some stake in these.

provide useful decision making guidelines. Outsourcing can be made to 
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Outsource but 

manage very carefully 

(Keep  management 

capability intact)

Outsource

Outsource Carefully 

(Keep strategic 

options open – 

e.g. JV or Strategic 

Alliance)

Do NOT Outsource

LOSS IN CAPABILITIES, RELATIONSHIPS 

OR INFRASTRUCTURES IS IRRECOVERABLE

A B

D C
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sourcing, it may well be due to poor management of the process in the past. 

we will discuss the assessment thoroughly, at this point I just want to give 

Client led Service provider led

Results oriented and process driven Process oriented and formula driven

Rigid and formulaic

viders

company

Delivers the promised outcomes Fails to deliver the promised outcomes 

ugly”. Obviously, I hope you will not walk down that path. This list can be

come too long if we list the ugliest, silliest or craziest reasons for outsourcing 
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Summary

even a greater amount of grey area, where companies navigate their way to 

the anchor and point of departure for making these decisions, since most 
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Not a single day goes by without a mainstream newspaper decrying the job 

concerns. Governments and giant enterprises alike have all been subject to 

bustly. 

(1). Likewise, big companies 

(2). 

Whatever side of the argument you take, it is perfectly natural to have 

I say this at the outset of this chapter so that you, my fellow travellers, can 

However, if outsourcing is carried out for the right reasons (which we dis

Do Not Be Led Astray By These 
Myths About Outsourcing

Chapter 3
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ments and adjustments in the economies that need to be handled with com

if the luddites had carried the day, we might have never seen the industrial 

On this journey that we are about to embark on, I will point out mirages, 

ways to detect and see through them. Recognising these key myths, and un

derstanding the reasons why they are false will help you discern specious ar

of the outsourcing arrangement. It will also spur you on to dig out facts, and 

outsourcing service providers in order to retain the leverage and advantage.

journal”, some of which have been published in many business magazines. 

ing has come a long way. While a few companies are already outsourcing al

led the way in outsourcing have somehow failed to move beyond their core 

1. 

but also easily reversed! However, in most cases this is far from true. Out
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decision, you will have to recreate the infrastructure, a large undertaking for 

its roots in the early days of outsourcing, when service providers used to 

push their knowledge advantage as one of the core reasons for outsourcing. 

3. 

The reverse of the above myth,  also its counterargument, is a more recently 

and greatly enjoyed their profession, but also maintained a broad and deep 

This is perhaps the most pervasive myth in the higher echelons of corpo

rangement does not transfer the accountability, responsibility and your core 

problems!
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are becoming notorious.

pain is not too much!

to rely on just a few customers for their business, for very obvious reasons. 

preferable that the lead be taken by the customer whose business is at 

own peril.
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the service provider makes errors related to performance, security or envi

In reality, the picture is not as rosy. Not only the law but also the prevail

hold you responsible, and possibly invoke penalty clauses against you if they 

the responsibility back to the company. Compliance with regulatory and se
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myths. 

said than done, and no amount of guidance will be enough. On this journey, 

I would like to give you a few key pointers:

1. 

derstand the full picture.

2. 

data on which the evidence is based. 

3. Temporarily separate the person from the story, and test each ele

rigorously. 

5. 

6. When you encounter a myth, share it with other people so that 

if needed. 
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Summary

gradually created in order to sway mainstream opinion in their favour. There 

are seven most common myths that companies should be aware of before 

to debunk such myths that are carefully woven into the minds of people. 

This is because facts are generally not well known or data is manipulated. 

Many managers buy into the myths and make decisions that are detrimental 
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12. Shipbuilding pictures database. 
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