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Most firms outsource some activity and many outsource several.  We analyzed the outsourcing practices of 250 firms of various sizes and industries.  Our findings indicate that some activities are outsourced simultaneously significantly more often than others.  As expected, some of these activities fall within the same function of the value chain, others do not.  For the latter we propose explanations based on existing theory and point out activities where further exploration is required.
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INTRODUCTION

Outsourcing is a special case of subcontracting in which "the contractor has no in-house production capability and is dependent on the subcontractor for the entire product volume" (Van Mighem 1999).  Some authors (e.g., Saunders et al. 1997, Lacity et al. 1994) recommend that companies outsource only "non-core" activities, that is, activities that do not provide a sustainable advantage to the firm.  On the other hand, core activities may be outsourced when, for example, a firm lacks the ability to become competent at an activity that the market has judged to be essential to competition in an industry (Saunders et al. 1997).  

Newer research suggests that, instead of outsourcing activities, firms should outsource clusters of non-core activities that share "highly specialized operational skills, physical assets, processes, technologies, and transactional information enabling the achievement of economies of scale" or processes to streamline flows of goods and information.  There is evidence that firms outsource "groups of logistics activities which share common transactional elements and information flows and logistics activities which share complementary flows of goods" (Rabinovich et al. 1999).  We ask whether this observation holds for other groups of activities that firms may outsource.  We also wonder whether firms tend to focus their outsourcing practice on groups of related activities or in a scattershot manner.  

To answer these questions, we analyzed data from a Dun and Bradstreet activity-level survey on outsourcing.  We used Porter's (1985) value chain to group the activities into clusters, with a focus on four activities that are part of line (vs. support) functions in Porter's classification.  In the following section we present the results of our statistical analysis.  In the third section of the paper we offer interpretations of the results and suggest topics for further research.

Analysis of Outsourcing Decisions

Line Activities Affected by Outsourcing
Count

Single Functions

Logistics (Inbound and Outbound)
49

Operations
33

Marketing/Sales
19

Total
101

Two Functions:

Logistics and Operations
20

Table 1:
Frequency of Occurrence of Outsourcing of Line Functions
In 1996, Dun and Bradstreet surveyed over two hundred firms covering a variety of SIC codes and sizes (in terms of both sales and number of employees).  Participants indicated the status of outsourcing of ninety-three activities in their firms.  Responses included having no plans to outsource the activity, evaluating the potential of outsourcing, searching for or negotiating with a vendor, and currently outsourcing.  We analyzed responses to twenty-nine questions covering four of the five line functions in the value chain: logistics (inbound and outbound), operations, and marketing and sales (see Porter 1985).  In addition, we included responses relating to the outsourcing of logistics and distribution information systems because there were prior indications of a relationship. (Rabinovich et al. 1999).  For each activity, the response was coded as evidence of outsourcing if the respondent (1) was searching for or negotiating with a vendor or (2) currently outsourcing.  Otherwise, the response was coded as no outsourcing of that activity.  Correlation analyses covered the outsourcing of all activities.  

Activities Outsourced
Corr. Coeff.
N

Information Systems and Logistics

Logistics and Distribution IS and Freight Brokering
.409(*)
28

Logistics and Distribution IS and Logistics Management
.472(**)
28

Logistics and Distribution IS and Logistics Operations
.365(*)
28

Operations and Research & Development

Maintenance and Design/Engineering
.713(**)
14

Table 3:
Significant Correlations among Outsourcing of Activities in Different Functions of the Value Chain.  
2-tailed Kendall's tau;  ** significant at .01  * significant at .05
Among the 101 firms that indicated that they do or intend to outsource activities in line functions, the largest number of outsourced activities were associated with only one functional area, logistics, followed by operations and marketing (see Table 1).  Note that, of the 69 firms that outsourced logistics activities, 28 outsourced both 
logistics activities and a related information system.  Each firm that outsourced such an IS also outsourced a large number of logistics activities.  Only 20 firms outsourced activities that lay within two line functions, logistics and operations.  No firms outsourced activities in marketing as well.  In addition, R&D activities were outsourced simultaneously with line activities including operations (14 times) and marketing (17 times).
Activities Outsourced
Corr.Coeff.
N

Logistics

Logistics Management and Logistics Operations
.731(**)
28

Fleet Maintenance and Fleet Management
.617(**)
22

Fleet Maintenance and Fleet Operations
.422(*)
22

Freight Brokering and Freight Auditing
.522(**)
28

Operations

Maintenance and Component Manufacturing
.637(*)
14

Marketing and Sales

Sales Promotion and Communications
.634(*)
15

Table 2:
Significant Correlations among Outsourcing of Line Activities within Functions of the Value Chain.  
2-tailed Kendall's tau;  ** significant at .01  * significant at .05
There are several correlations among outsourcing of activities within functions of the value chain, mostly within logistics. (see Table 2).  Surprisingly, although firms often outsourced logistics and operations activities simultaneously, there are no correlations between the outsourcing of specific line activities in different functions.  However, th
ere are correlations in outsourcing between some line and support activities. (see Table 3)  In particular, logistics and distribution information systems outsourcing is correlated with several logistics activities and the outsourcing of maintenance is correlated to the outsourcing of design and engineering (R&D). 

Discussion and future Research
Our analysis indicates that firms that outsource multiple line activities tend to outsource within a single function of the value chain.  The data also suggest that, if activities are simultaneously outsourced across different functions, firms select to outsource line activities along with some support activities instead of multiple line activities.  Most outsourcing occurs in logistics, probably because most firms do not consider logistics to be a core competency.  Of the 250 firms surveyed, 27 outsourced both logistics management and logistics operations.  It seems clear that, if logistics management is outsourced, logistics operations is outsourced as well. Our results confirm Rabinovich’s (1999) finding that clusters of activities within logistics are often outsourced simultaneously.  Likewise, if either fleet management or fleet operations is outsourced, it is likely that fleet maintenance is outsourced as well.  Lastly, freight brokering and freight auditing, also closely related activities, were frequently outsourced simultaneously.  






In operations, component manufacturing and maintenance are likely to be outsourced simultaneously.  Clearly, if manufacturing is outsourced, maintenance of the manufacturing equipment is automatically outsourced as well.  We are surprised that there is no significant correlation between design/engineering and component manufacturing.  Such a correlation would explain the relation between the maintenance and design/engineering activities.  In marketing, sales promotion and communications are simultaneously outsourced.  The correlation coefficient is likely not higher because sales promotion is usually outsourced if communications is outsourced, but not necessarily vice versa.  
The logistics-manufacturing link is important in environments that are sensitive to timely delivery (e.g., just-in-time).  Most often, however, logistics and manufacturing are de-coupled though materials and finished goods inventories.  This might explain why we did not find a cross-functional outsourcing decision involving logistics and manufacturing.  Second, since operations integrates the efforts along the value chain, i.e., R&D, manufacturing, and logistics, we expected to find strong links between operations and R&D, manufacturing, and logistics.  Our findings indicate that firms indeed simultaneously outsource operations and manufacturing as well as operations and R&D activities.  Like logistics, operations is supported by the information systems that are used as decision, coordination, and communication tools.  While information systems is not a line "activity", it still plays a strong role in well-run companies as complex supply chains that include both suppliers and customers are now regularly computer controlled.  This notion is empirically supported with particularly strong links between the information systems and several logistics activities.  These findings are also consistent with those of Rabinovich et al. (1999).  Lastly, although we found some incidents of outsourcing both marketing and R&D activities, we did not find significant correlations between those activities. 










Several factors might bias our results.  The survey was designed and administered by a reputable consulting firm.  However, it might not have been pre-tested; there are comments in the data indicating that the participants did not like the way some questions were phrased.  In addition, the participants might not have been aware of all outsourcing activities in the company.  They might also have been unwilling to share that information.  Lastly, while the overall sample size was large, the samples available for particular tests were often small.



More work is needed to determine the causes underlying the correlations of operations maintenance with component manufacturing and product design and engineering.  Also, some Third Party Logistics (TPL) providers argue that, as firms grow larger, they are more likely to outsource logistics (Lockman 1994).  The correlations among the size of firms, in sales, and several logistics activities should be investigated.  Similar correlations between firm size and marketing activities should also be researched.  

References



Lacity, M.C., Hirschheim, R., and Willcocks, L. "Realizing Outsourcing Expectations" Information Systems Management, Vol. 11, No. 4 (Fall 1994), 7-18.


Lockman, L. M., “Outsourcing Logistics,” Global Trade & Transportation Vol. 114 No. 2 (1994) 45-46.





Outsourcing Institute, The, The Outsourcing Institute's Trend Report, The Outsourcing Institute, New York (1994).
Porter, Michael, Competitive Advantage: Creating and Sustaining Superior Performance.  New York: The Free Press, 1985.  
Rabinovich, Elliot, R. Windle, M. Dresner, T. Corsi, "Outsourcing of integrated logistics activities: An examination of industry practices," Int. J. of Physical Distribution & Logistics Mgt. Vol. 29 No. 6 (1999) 353-374.



Rao, Kant and Young, Richard R., “Global Supply Chains: Factors Influencing Outsourcing of Logistics Activities,” International Journal of Physical Distribution & Logistics Management Vol. 24 No. 6 (1994) 11-19.

Saunders, Carol, Gebelt, Mary, Hu, Qing, “Achieving success in information systems outsourcing,” California Management Review Vol. 39 No. 2 (Winter 1997) 63-79.

Van Mighem, Jan A., "Coordinating Investment, Production and Subcontracting," Management Science Vol. 45 
No. 7 (1999) 954-971.

Venkatesan, Ravi, "Strategic Sourcing: To Make or Not to Make," Harvard Business Review No. 6 (1992) 98-107.










