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legislative [ledzis.leitiv]
reshore ['riz'f21]
third-party

cost-effectively

Export Processing Zone

Information Technology Outsourcing (ITO)
Business Process Outsourcing (BPO)
Human Resources Outsourcing (HRO)
Service Level Agreement (SLA)

North American Free Trade Agreement
(NAFTA)

QUESTIONS AND ANSWERS

1. What is the developmental background of outsourcing?
2. Can you introduce the main forms of outsourcing?

3. Can you introduce the process of outsourcing?
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4. What are the chief factors of determining success or failure of commercial operations in

outsourcing?

5. What’s the relationship between outsourcing and employment?

6. What’s the relationship between outsourcing and environmental protection?
7. Can you sum up the advantages and disadvantages of outsourcing?
8. Can you tell us something about developments in Chinese outsourcer?

TEXT

What is outsourcing? Outsourcing is contracting with another company or person to do a

particular function. In fact, outsourcing is an effective cost-saving strategy when used properly.

Almost every organization outsources in some way. Typically, the function being outsourced is

considered non-core to the business. An advertising agency, for example, might outsource its

janitorial and landscaping operations to firms that specialize in those types of work since they are

not related to advertisement or strategic to the business. An example of a manufacturing
company outsourcing would be Dell buying some of its computer components from another
manufacturer in order to save on production costs. Alternatively, businesses may decide to

outsource book-keeping duties to independent accounting firms, as it may be cheaper than

retaining an in-house accountant. The outside firms that are providing the outsourcing services

are third-party providers, or as they are more commonly called, service providers.

In business, outsourcing is the contracting out of a business process to a third-party. The



term “outsourcing” became popular in the United States near the turn of the 2lst century.
Outsourcing sometimes involves transferring employees and assets from one firm to another, but
not always. Outsourcing is also used to describe the practice of handing over control of public
services to for-profit corporations. The opposite of outsourcing is called insourcing, which
entails bringing processes handled by third-party firms in-house, and is sometimes accomplished
via vertical integration. However, a business can provide a contract service to another business
without necessarily insourcing that business process.

Outsourcing has been around as long as work specialization has existed, in recent history,
companies began employing the outsourcing model to carry out narrow functions, such as
payroll, billing and data entry. Those processes could be done more efficiently, and therefore
more cost-effectively, by other companies with specialized tools and facilities and specially
trained personnel. Businesses increasingly outsourced to suppliers outside their own country,
sometimes referred to as offshoring or offshore outsourcing. Several related terms have emerged
to refer to various aspects of the complex relationship between economic organizations or
networks, such as nearshoring, crowdsourcing, multisourcing and strategic outsourcing.

Currently, outsourcing takes many forms. Organizations still hire service providers to
handle distinct business processes, such as benefits management. But some organizations
outsource whole operations. The most common forms are information technology outsourcing
(ITO) and business process outsourcing (BPO). Business process outsourcing encompasses call
center outsourcing, human resources outsourcing (HRO), finance and accounting outsourcing,
and claims processing outsourcing. These outsourcing deals involve multi-year contracts that can
run into hundreds of millions of dollars. Frequently, the people performing the work internally
for the client firm are transferred and become employees for the service provider. Dominant
outsourcing service providers in the information technology outsourcing and business process
outsourcing fields include IBM, EDS, CSC, HP, ACS, Accenture and Capgemini.

The process of outsourcing generally encompasses four stages:

» strategic thinking, to develop the organization’s philosophy about the role of outsourcing

in its activities.

» evaluation and selection, to decide on the appropriate outsourcing projects and potential

locations for the work to be done and service providers to do it.

» contract development, to work out the legal, pricing and service level agreement (SLA)

terms.

» outsourcing management or governance, to refine the ongoing working relationship

between the client and outsourcing service providers.

In all cases, outsourcing success depends on three factors: executive-level support in the
client organization for the outsourcing mission; ample communication to affected emﬁloyees;
and the client’s ability to manage its service providers. The outsourcing professionals in charge
of the work on both the client and provider sides need a combination of skills in such areas as
negotiation, communication, project management, the ability to understand the terms and
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conditions of the contracts and service level agreements (SLAs), and, above all, the willingness
to be flexible as business needs change.

One of the biggest changes in the early 21st century came from the growth of groups of
people using online technologies to use outsourcing as a way to build a viable service delivery
business that can be run from virtually anywhere in the world. The preferential contract rates that
can be obtained by temporarily employing experts in specific areas to deliver elements of a
project purely online means that there is a growing number of small businesses that operate
entirely online using offshore contractors to deliver the work before repackaging it to deliver to
the end user. One common area where this business model thrives is in providing website
creation, analysis and marketing services. All elements can be done remotely and delivered
digitally, and service providers can leverage the scale and economy of outsourcing to deliver
high-value services at reduced end-customer prices.

Outsourcing results from an internationalization of labor markets as more tasks become
tradable. According to leading economist Greg Mankiw, the labour market functions under the
same forces as the market of goods, with the underlying implication that the greater the number
of tasks available to being moved, the better for efficiency under the gains from trade. With
technological progress, more tasks can be offshored at different stages of the overall corporate
process.

There are widespread claims that outsourcing has pushed environmental standards down in
developing regions as countries compete to attract foreign projects and investment. Similar to
lower wages, lower health and environmental regulations contribute to giving a country a
comparative advantage over another due to lower production costs. However, lower health or
environmental standards does benefit the new employees joining the workforce. Import
competition has caused a de facto “race-to-the-bottom” where countries lower environmental
regulations to secure a competitive edge for their industries relative to other countries. As
Mexico competes with China over Canadian and American markets, its national Commission for
Environmental Cooperation has not been active in enacting or enforcing regulations to prevent
environmental damage from increasingly industrialized Export Processing Zones. Similarly,
since the signing of NAFTA heavy industries have increasingly moved to the US which has a
comparative advantage due to its abundant presence capital and well-developed technology. A
further example of environmental de-regulation with the objective of protecting trade incentives
have been the numerous exemptions to carbon taxes in European countries during the 1990s. The
evidence suggests that even if outsourcing has promoted lower environmental protection, there
are no intrinsic geographic implications that the Global South has been more negatively affected
than the North. Although outsourcing can influence environmental de-regulatory trends, the
added cost of preventing pollution does not majorly determine trade flows or industrialization.

Outsourcing has contributed to further levelling of global inequalities as it has led to general
trends of industrialization in the Global South and deindustrialization in the Global North. Even
though outsourcing has promoted a movement of industrial sites from the Global North to Global

v/
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South regions, it has not been the only reason for the concurrent deindustrialization and
industrialization of the North and South respectively. Deindustrialization in more economically
and technologically developed regions has also been affected by increased industrial
productivity.

The rise in industrial efficiency which characterized development in developed countries
has occurred as a result of labour-saving technological improvements. Although these
improvements do not directly reduce employment levels, they can indirectly diminish the amount
of labour required for fixed levels of output. Likewise, a trending shift in demand towards
non-tradable services such as those in the health-care or government sectors has further
accelerated deindustrialization in the Global North. Since these tasks cannot be outsourced, the
demand for them needs match with local market price. Consequently, a shift in the labour force
towards fulfilling these profitable services has mostly taken place at the expense of industry
since the agricultural sector in the early industrializing Global North had already been
maximizing its labour capacity.

In fact, Outsourcing became a popular political issue in the United States, having been
conflated with offshoring, during the 2004 U.S. presidential election. The political debate
centered on outsourcing's consequences for the domestic U.S. workforce. Democratic U.S.
presidential candidate John Kerry criticized U.S. firms that outsource jobs abroad or that
incorporate overseas in tax havens to avoid paying their “fair share” of U.S. taxes during his
2004 campaign, calling such firms “Benedict Arnold corporations”. Criticism of outsourcing,
from the perspective of U.S. citizens, generally revolves around the costs associated with
transferring control of the labor process to an external entity in another country. A Zogby
International poll conducted in August 2004 found that many American citizens believed that
“outsourcing jobs overseas” hurt the economy while many American citizens believed that the
U.S. government should impose some legislative action against companies that transfer domestic
jobs overseas, possibly in the form of increased taxes on companies that outsource. In 2010, One
prediction claims that, by 2014, more than 1.3 million positions will disappear because of “the
accelerated movement of work to India ...” and some other countries willing to accept outsourced
jobs. America government promoted an act titled “Bring Jobs Home Act” that would help
reshore jobs by giving incentives such as a tax cut or a 20 percent tax credit for moving
operations back to the USA.

[EXERCISES

1. Judge whether the following given statements are true or false. If correct, write T in
parentheses; otherwise, write F.

(1) () Outsourcing has grown up in the United States around 2000.

(2) () The opposite of outsourcing is called nearshoring.
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(3) () Outsourcing results from an internationalization of labor markets as more tasks

become tradable.
(4) () U.S. citizens believe that outsourcing resulted in severe loss of technology export.

2. Complete the following note-taking with the information mentioned in the text.
(1) The outside firms that are providing the outsourcing services are providers, or as

they are more commonly called, service providers.
(2) Dominant outsourcing service providers in the information technology outsourcing and

business outsourcing fields.
(3) With technological progress, more tasks can be at different stages of the overall

corporate process.
4 became a popular political issue in the United States, having been conflated with

offshoring, during the 2004 U.S. presidential election.
READING MATERIALS

Company Profile 1: International Data Corporation (Figure 1-1)

= [DC

Analyze the Future

Figure 1-1 the Logo of IDC

International Data Corporation (IDC) is an American market research, analysis and advisory
firm. IDC specializes in information technology, telecommunications, and consumer technology.
Now, let’s look at McKinsey’s relevant information through the company’s homepage.

IDC is the premier global provider of market intelligence, advisory services, and events for
the information technology, telecommunications and consumer technology markets. IDC helps
IT professionals, business executives, and the investment community make fact-based decisions
on technology purchases and business strategy. More than 1,100 IDC analysts provide global,
regional, and local expertise on technology and industry opportunities and trends in over 110
countries worldwide. For 50 years, IDC has provided strategic insights to help our clients
achieve their key business objectives. IDC is a subsidiary of IDG, the world’s leading technology

media, research, and events company. IDC is a wholly-owned subsidiary of International Data
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Group (IDG), the world’s leading technology media, events and research company. IDG’s media
brands — including CIO®, CSO®, Computerworld®, GamePro®, InfoWorld®, Macworld®,
Network World®, PCWorld® and TechWorld® — reach an audience of more than 280 million
technology buyers in 97 countries. IDG’s network features 460 websites and 200 print titles
spanning business technology, consumer technology, digital entertainment, and video games
worldwide. The IDG TechNetwork represents hundreds of independent web sites in an ad
network complementary to IDG’s media brands. IDG" is also a leading producer of more than
700 technology-related events. IDG’s marketing services include lead generation with IDG
Connect”, custom publishing, social web marketing with IDG Amplify® ads and IDG Social
Scout™ analysis and program development, and IDG Market Fusion™ research and content
optimization.

IDC employs a number of assets that set us apart from other market research firms. Our
comprehensive coverage promotes understanding of multiple industries. Additionally, our
“glocal” research model, which is our study of both local and regional markets “on the ground,”
helps us to understand the nuances of local country markets while improving our global coverage.
By promoting research standards and methodologies worldwide, we ensure forecast and analysis
consistency across a wide range of geographies and coverage areas.

As the world’s leading provider of technology intelligence, industry analysis, market data,
and strategic and tactical guidance, we can’t afford to wait for things to happen. That’s why our
people are the industry’s sharpest and most forward thinking. IDC is connected to a rich web of
resources, benefits, and people as a division of IDG, the world’s leading IT media, research, and
exposition company.

IDC Management led by president and CEO Kirk Campbell, IDC’s veteran management
team guides a group of 1,700 global employees, including more than 1,000 of the industry’s most
knowledgeable and thought-provoking market experts. Under its dynamic leadership, IDC has
become the premier global provider of market intelligence, advisory services, and events for the
information technology, telecommunications, and consumer technology markets.

Media Center

As a central resource for news and information from IDC, the Media Center provides an
archive of IDC and IDC Insights press releases from the previous eighteen months with a
dedicated search function. An RSS Feed can also be created for those interested in having IDC
press releases delivered directly to their RSS readers. Other resources include contact details for
IDC’s worldwide media relations team, links to IDC’s research analysts and teams, and IDC’s
quotation guidelines.

With more than 1,000 IDC analysts in over 50 countries, IDC provides global, regional, and
local expertise on technology and industry opportunities and trends in over 110 countries
worldwide. IDC helps IT professionals, business executives, and the investment community
make fact-based decisions on technology purchases and business strategy. Our analysts analyze
the future of IT, telecommunications, and consumer technology markets worldwide, with
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regional research hubs in Massachusetts, Florida, London, Prague, Dubai, Singapore, and Hong
Kong.

More than 1,000 IDC analysts provide global, regional, and local expertise on technology
and industry opportunities and trends in over 110 countries worldwide. These industry experts
host thousands of companies a year and provide clients with the depth and breadth of research
needed for success in the global IT marketplace. These meetings cover topics such as product
and strategy updates, messaging formulation sessions, and executive briefings from top-level
management.

At IDC, we are committed to protecting your privacy. We use the information we collect on
our Web site to deliver services and to enhance your experience. Please read below for specific
details on our policy. Specifically:

» We do not sell lists or usage information.

» We do not accept any advertising on our site and therefore have no information reporting

requirements to any third party.

We may aggregate statistics of the type of applications used to browse our web site and the
regional source of that browsing, among IDC and other IDG companies for analysis.

IDC employs SSL encryption on all credit card transactions. The secure server software
(SSL) encrypts all information you input before you send it to us.

Corporate Administrators at our client organizations have access to usage statistics for their
account base. If your user account is part of a corporate account, then a Corporate Administrator
at your company may access your user and usage information. Corporate Administrators can
access user information only for individuals within their corporate profile.

IDC.com requires that users provide an E-mail address as their login identity when
registering for an account on our web site. This ensures a unique identity and provides IDC with
a method to contact customers about service interruptions and other service related issues.

Company Profile 2: McKinsey & Company (Figure 1-2)

McKinsey&Company

As McKinsey Quarterly
turns 50, leading thinkers tackle
the management challenges
of tomorrow. »

Figure 1-2 the Logo of McKinsey & Company



McKinsey & Company, Inc. is an American global management consulting firm
headquartered in the U.S. The firm serves as an adviser to businesses, governments, and
institutions. It was founded in 1926 in Chicago by James McKinsey as James O. McKinsey &
Company and is now headquartered in New York City.

Now, let’s look at McKinsey's relevant information through the company’s homepage.

McKinsey & Company is a global management consulting firm. We are the trusted advisor
to the world's leading businesses, governments, and institutions. McKinsey’s client service
continued to diversify beyond the traditional core of strategy, organization, and operations. Our
Business Technology Practice advanced the conversation on business processes, as technology
became an important part of the CEO agenda. The formation of new global practices that focused
on the public and social sectors signaled our long-term commitment to help leaders drive change
beyond corporate boundaries. Our high-profile work on climate change, healthcare, education,
and economic development underscored that McKinsey today has a key integrative role to play,
bringing together stakeholders from the private, public, and social sectors to find actionable
solutions to pressing challenges.

We work with leading organizations across the private, public and social sectors. Our scale,
scope, and knowledge allow us to address problems that no one else can. We have deep
functional and industry expertise as well as breadth of geographical reach. We are passionate
about taking on immense challenges that matter to our clients and, often, to the world.

We work with our clients as we do with our colleagues. We build their capabilities and
leadership skills at every level and every opportunity. We do this to help build internal support,
get to real issues, and reach practical recommendations. We bring out the capabilities of clients
to fully participate in the process and lead the ongoing work.

We look to hire individuals with leadership potential, integrity, a sharp analytical mind,
creativity, and the ability to work with people at all levels in an organization.

Those who come to McKinsey join people bound by a shared set of values and a culture of
support, caring, trust, respect, and interdependence. We go to extraordinary lengths to support the
people we hire to succeed. We provide them with unrivaled opportunities for growth and global
impact. This passion to help continues in our alumni, who remain connected to and engaged with
our firm and its people.

Working with our clients on their most challenging issues requires deep industry and
functional expertise. We invest significant time and effort in developing and renewing a
knowledge base that offers unique perspectives and insights to our clients. Knowledge
development occurs within our eighteen industry practices, eight functional practices, and the
McKinsey Global Institute.

We apply our understanding of market and industry forces to develop long-term
macroeconomic perspectives. We convene the most influential thinkers to debate the most
pressing issues, and publish our thinking in journals such as the McKinsey Quarterly.

We use the intellectual, financial and convening power of our firm to help address some of



