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Abstract: Transactional cost factors have been posing new challenges to organizations in the wake of globalization. 
Outsourcing is considered as one of the crucial, strategic tools for companies to reduce operational costs, focus on core 
competencies, etc. Sophistication of collaborative technology solutions is another factor contributing to advancements in 
global outsourcing. Counter to its advantages, dependence on suppliers, unidentified hidden costs, socio-cultural issues, etc., 
are a few of the risks associated with outsourcing. The supplier selection process is one of the major strategic phases, which 
is usually prone to errors. Furthermore, outsourcing any task without considering its effectiveness and costs will result in loss 
of valuable resources in quest of capabilities that can be readily procured from suppliers, and force firms to reevaluate the 
decisions. Outsourcing is an extremely dynamic and recurring process which largely depends on propositions of socio-
technical theory including open systems and contingency theories. Therefore, one deterministic and unambiguous process to 
be followed for manufacturing outsourcing to meet requirements of all the stakeholders cannot be developed. A combination 
of hypothetical amalgamation, longitudinal case study, and complete action research contributes to emphasizing the scientific 
authenticity of the project in its entirety. This paper discusses the rationales that underscore generic solutions, and outlines 
central considerations in the outsourcing process. 
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1. Introduction 
  

In recent times, many organizations have been increasingly outsourcing their business processes which may vary 
from IT services and raw material procurement to after sales services and logistics (Lee & Kim, 2010). Outsourcing is an 
activity of procuring ongoing services and products from any external supplier (Dekkers, 2000).According to research 
conducted in 2007 by Accenture Consulting Services, approximately 80% of the surveyed companies reported initiating 
outsourcing projects and most of these companies spent approximately 45% of their total budget on these efforts (Wadhwa & 
Ravindran, 2007). Historically, the trend of manufacturing outsourcing sprouted in the 1970s and 1980s, when jobs in the US 
steel and textile industries were outsourced (moved) from northern states of the US to southern states (Raa & Wolff, 
2001)).In manufacturing industries, the decision on whether or not to outsource is typically a decision made whether to make 
or buy a product (Freytag et al., 2012).Customer, Supplier, and Project are three major players of the outsourcing process 
(Lee & Kim, 2010). Conventionally, outsourcing efforts were mainly focused on reducing overhead costs, IT support 
systems, and other activities which were either considered as cost inefficient or as non-core business activities for the 
organization (Liou et al., 2011). But numerous firms are now validating supply chain procurement processes and related 
logistic functions for outsourcing (Hatonen & Eriksson, 2009).A primary factor driving companies to outsource is to focus on 
their core competencies, which is contrary to the popular belief that the main objective of outsourcing is cost reductions for 
the companies (Kazmer, 2014). The main reasons for outsourcing are the following (Wadhwa & Ravindran, 2007): trusting 
high relative efficiency of third party service providers; believing that outsourcing will aid in accessing specialized 
technology and operational domains; reducing headcount levels; and purchasing becoming an extremely specialized service 
because of the technological advancements. 

Organizations consider the tradeoff of sourcing the work to an individual who is less expensive, rather than 
assigning the task to an individual who is costing more for the organization (Mokhtari, 2013). Hence, both real and 
opportunity costs are crucial for outsourcing decisions. But over time, outsourcing initiatives have transformed from 
financially motivated efforts to strategically motivated ones (Momme, 2002). In financially motivated outsourcing efforts, 
information and requirements will originate from the customer side and move towards the supplier side. Whereas, 

mailto:schivuk1@binghamton.edu�

	1.1 Factors Driving Outsourcing
	1.2 Advantages of Outsourcing and Associated Risks



