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CHAPTER 1

WHAT IS OUTSOURCING
While outsourcing has been a common practice for quite some time, it has
recently gained notoriety and is now front and center of our politics and business.

F

rom the water cooler to
the dining table to social
media, everyone seems to

have an expert opinion on the subject. So what is outsourcing? Why
do businesses delve on to such a
controversial initiative? Is it a worth
the controversy and the effort?
This e-book will attempt to answer
these questions, specifically, business process outsourcing (BPO)
and offshore outsourcing. Further,
we will provide some helpful hints
for those who decide to move
forward with their own outsourcing
adventure.
Outsourcing is the practice of transferring portions of work to outside

THERE ARE DIFFERENT TYPES OF
OUTSOURCING DEPENDING ON
GEOGRAPHIC LOCATION, TYPE OF KEY
PROCESS BEING OUTSOURCED OR
COMPLEXITY OF TASK:

suppliers. Instead of the work being
done internally by a company, it is

Business Process Outsourcing (BPO)

given to another organization to

a method of outsourcing specific non-core tasks to another company.

execute. It is sometimes referred

Examples of non-core tasks are data-entry, accounts payable, account

to as subcontracting.

receivable or customer service.
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Knowledge Process Outsourcing (KPO)

Offshore Outsourcing

The outsourcing of highly specialized tasks that re-

The practice of hiring another organization in a dif-

quire higher-level skillset and analytical or intellectual

ferent country to manufacture products or perform

skills. Example of which are financial analysis, web

services. Most BPO or KPO projects are of this nature

design and development or research and development.

to take advantage of cost savings from other countries.

Legal Process Outsourcing (LPO)

Nearshore Outsourcing

Outsourcing of legal-related tasks such as discovery

A form of offshore outsourcing where or tasks being

document review or patent searches.

outsourced is “near” outsourcing country, for instance
U.S. companies outsourcing to Mexico or Canada or
“near” the products primary market.
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CHAPTER 2

BENEFITS OF OUTSOURCING
Outsourcing, if done correctly, could present serious benefits for any
company, big or small.

T

his is evidenced by the wave of offshoring that have swept the world
in the last couple of decades. Below are some of the key areas of

Exhibit 1

opportunities why organizations decide to outsource.

1. Cost Savings
Lowering the cost of doing business is by far the top reason companies
outsource. Specifically, offshoring to low cost regions presents significant cost savings. Cost disparity is achieved in two ways: first, the wages
can be up to 80% lower while having the same level of experience and
education. Secondly, the cost of overhead will also be reduced since the
need for office space and support from IT, HR or facilities will no longer
be needed. And with limited resources, reducing cost by far makes diving
into offshoring a highly viable initiative.

Company XYZ in
country A has a crucial
need to fill three key
positions:
• Two customer service

agents with an average
salary of $50,000 each
per year
• One software engineer
with an average salary of
$100,000 per year

In Country B, the
average rates for these
positions are:
• Customer service agents
at $15,000
• Software engineer at
$40,000
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With a new hire budget of only $100,000
what should company XYZ do?
Should it hire two agents in Country A and forgo hiring the engineer or should
they hire the engineer and pass on the customer service agents?
With outsourcing, these decisions can be done with a bit more ease.
By outsourcing to Country B, the administrative roles of customer service,
the core position of engineer can be executed domestically with monies left
over to sweeten the deal for the best candidate it decides to pursue.
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2. Expertise
Most companies are good at doing one or two things, which are called core competencies.
An engineering company may

by outsourcing tasks or depart-

GlobalityNet, for instance have

excel at research and develop-

ments your company is not good

years of experience managing cus-

ment but could have poor supply

at, you effectively eliminate your

tomer satisfaction accounts from

chain practices. Apple for instance

weaknesses.

diverse group of companies and

is great at marketing and R&D but

If your customer service cannot

industries.

their manufacturing is completely

keep up with calls, or it is not a

outsourced to manufacturing com-

source of valuable customer infor-

This experience can be leveraged

panies in lower cost countries.

mation, try using an outsourcing

when taking calls for your products

Using the thought process that

company that specializes and has

and/or services to improve the

suppliers are an extension of the

experience in managing customer

customer call experience.

buying company’s capabilities,

service.
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3. Improved Productivity
S

age, the third biggest provider of ERP systems (behind Oracle and SAP) published a report in
eptember 2017 that annually, an average of 120 working days are spent on administrative tasks.

Correspondingly, in 2015, ServiceNow, a global software company, interviewed 1,000 managers with 		
at least 500 employees in the US and UK and uncovered similar findings:

ON AVERAGE
Two days per week are spent on administrative tasks
preventing them from doing strategic work.
NINETY PERCENT (90%) OF THOSE SURVEYED
assert productivity is impacted by routine work processes
they receive from other departments
MOST OF THE MANAGERS
Find that administrative work time consuming and half
says they are frustrating.
EIGHTY PERCENT (80%) OF MANAGERS
find the routine work processes cause significant delays.

It is evident that there is a need for more efficiency in the workplace. The higher a person gets paid, the less
you want them to work on non-productive clerical tasks. Improving productivity, without sacrificing safety, does
not only benefit the business but it is also good for the employee as it gives them a sense of accomplishment.
At the end of the day, a normal worker wants to see that they did what they were paid to do.
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4. Ease of Scalability
IT IS A
COMMON
PRACTICE TO
HIRE
TEMPORARY
WORKERS
WHEN THERE IS
A TEMPORARY
OR SUDDEN
UPTICK IN
DEMAND.

It is a common practice to hire temporary workers when there is a temporary or sudden uptick in
demand. Factories and warehouses do this often to mitigate hiring permanent employees and
laying them off when the need dissipates. The same principle can be used for outsourcing service
roles. Why go through the painstaking tasks of hiring, preparing facilities, investing in materials
and equipment and disrupting your physical office flow when outsourcing service providers or BPO
companies have the infrastructure and personnel to address such issues? They are well prepared
to scale up as needed and reduce work staff just as easily as this is the nature of their business.
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CHAPTER 3

OUTSOURCING MODELS
Different companies have different needs based on the phase of growth they may be in or economics they face.
Due to technological advances and the growth of outsourcing industry, service providers are able to meet the
various types of demand the market needs. Below are some of the four business process outsourcing model a
company in which to engage.

RESOURCES, MATERIALS AND
EQUIPMENT ARE EMPLOYED BY
OUTSIDE COMPANY MAKING IT
CONVENIENT AND SIMPLE...

1. Staff Augmentation
This is the most basic way of outsourcing wherein capacity of in-house operations is extended to an outside
company. Resources, materials and equipment are employed by outside company making it convenient and
simple for the organization who is outsourcing the work. An example of this outsourcing model in practice is a
global logistics company who manages shipments from Asia to the US for US companies. During the day, Logistics Managers in the US handle the shipments and resolve shipment issues. As their day ends, the workload is
given to a team in the Philippines whose work day is about to start. Since global logistics is a 24-hour industry,
the company is able to match it with 24-hour operations. Using the strategy, they were able to manage their
customers’ shipment more effectively without having to add as much overhead had the tasks been processed
by a US team working an overnight shift.
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2. Project Based
This model is for outsourcing initiatives with a fixed start and end
dates. It is more complex than staff augmentation. Organizations
typically select this model to deal with irregular or one-off projects
so they do not affect its other operations. As an example, there is
an expected increase in customer correspondence for a new marketing campaign company XYZ will be initiating. If current customer
service department is already at or close to capacity, having them
take in more calls could negatively impact current customers or the
campaign’s success. By outsourcing using a project-based model,
the company can take advantage of lower barriers to starting a new
team and ending it at the anticipated project end date.
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3. Dedicated Development Center
As the next level up from a Staff Augmentation or Project-Based outsourcing model, Dedicated Development
Center is having a pool of resources stationed at an outsourcing supplier’s site working purely on the customer’s
assignments. The setup could be a mix of specific or cross-functional roles or even at different phases of an
assignment. An advantage of having the same team work on successive projects is the knowledge gained from
previous projects is retained. This shortens lead time as training is minimized while also increasing productivity
and success rates.

4. Captive Center Model
In this offshoring model, a company opens its own subsidiary instead of hiring another firm. Doing so gives the
company full control of its offshore operations. Eliminating the “middleman,” it may present more savings as
well. However, this model is best suited for organizations that have

1							 2
Offshoring experience as they have already

Company size that is big enough to have their

gone through offshoring projects and gained

own resources. The biggest companies in the

the know-how to run their operations and

world such as Google, Chase or United Healthcare employ this type of offshoring model.
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CHAPTER 4

OUTSOURCING CHALLENGES

It is clear that outsourcing can benefit many companies and make them more competitive in
the marketplace. However, there are pitfalls that one should be aware of before embarking
on such an initiative. This chapter briefly outlines the challenges of outsourcing.

Loss of Control

Supplier Risks

Since you are hiring another company to do the work,

Just as there are many variables within your own

loss of control is inherent in outsourcing. Not only

internal operations that affect your company’s per-

are you dealing with another company different from

formance, your outsourcing provider also deals with

your own but the ease of going down the hall to get

similar issues. For instance, in the customer service/

information from another department which you were

call center industry, employee turnover could range

able to do when the process was done in-house, will

from 20% to 33%. This could mean more staff shor-

no longer be an option once a process is outsour-

tages, re-training and loss of knowledge whenever

ced or offshored. For some companies, this is a big

someone leaves.

enough reason to not move forward with outsourcing
a key function.
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Data Security

Cultural Differences

It seems every day we hear of a company getting hac-

A study by Vlerick business school on close to 1,000

ked or their data being stolen physically by a disaffected

outsourcing initiatives from the US and western Europe

employee or a crooked contractor. From software giants

shows that the greater the cultural differences are between

like Yahoo! to other industry conglomerates like Equifax

the buyer’s and supplier’s country, the longer it takes to

and Home Depot, it seems no company is safe. However,

achieve the desired results. The same study also shows

this is the world in which we live. Whether a company is

that the greater the cultural differences are, the likelihood

outsourcing and using the cloud to transfer information or

of achieving desired results are greater. Undoubtedly,

it is using its own servers to store information, cyber secu-

there is a delicate balance that must be gained to attain

rity is an issue every business need to address proactively.

an optimized result of achieving the desired results as
fast as possible.

Language Barrier

Political Instability

We have all been there, where the customer service repre-

Outsourcing providers are normally located in develo-

sentative on the other line was hard to understand due to

ping nations. China, Mexico and Bangladesh are major

his/her thick accent. It can make a simple phone transac-

manufacturing offshoring hub spots while India and the

tion become frustrating and furnish a negative customer

Philippines are key players in service offshoring industry.

experience. And as outsourcing has become synonymous

While it is generally peaceful in China, their central govern-

to global offshoring, the risks arising from language bar-

ment has the ultimate power in the country. I have had

riers is more of a norm rather than an exception. With the

more than one instance when a supplier was ordered to

top offshoring regions in the world being in India, Philip-

permanently close due to the central government’s order

pines, and Latin America, language challenges can occur

where I had to have may shipments delayed or canceled.

not only between the supplier and end-customer but also

Meanwhile, developing countries comes with their own

between the buyer and supplier which presents a whole

political baggage and political unrest.

different set of potential problems.
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CHAPTER 5

STEPS TO SUCCESFUL OUTSOURCING
Now that you have weighed your pros and cons and have decided that the rewards
of outsourcing outweigh the risks, it is just as important to follow through with an
effective sourcing and go-forward strategy. The following are steps to follow to
lower the chances of having a bad outsourcing project.

1. Define Outsourcing Goals
What are you trying to achieve in outsourcing? Is it to attain cost savings, to improve productivity or both?
Create S.M.A.R.T. (Specific, Measurable, Achievable, Realistic, Time-bound) goals that will help you stay focused.
For instance, it could be “reduce customer service department’s overhead cost by 70% by end of 2020 while
maintaining 98.5% customer satisfaction rate.”

IF YOU HAVE
SEVERAL
GOALS, MAKE
SURE TO
MEASURE THEM
APPROPRIATELY
AS TO NOT
CROSS THEM
WITH ONE
ANOTHER.

15

GLOBALITYNET

2 Select the Type of Outsourcing Model
Depending on your objectives and budget, select the appropriate outsourcing model
that will meet your business’ goals. This is an important step as selecting the wrong
model can create havoc in your outsourcing cost projections, goals and timeline.

3. Select the Right Country
Every offshoring country provider has its own pros and cons. Using the risks that was outlined in the previous
chapter such as cultural differences and language barrier to name a few, select the country that best meet the
outsourcing project’s long-term goals. For instance, if the process to be outsourced is customer service, it may
be a good idea to offshore to a country where accent is not as heavy.

SELECT THE
COUNTRY
THAT BEST
MEET THE
OUTSOURCING
PROJECTS
LONG-TERM
GOALS.
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PRO TIP: TO HELP
ORGANIZE YOUR
THOUGHTS, CREATE A
SCORECARD OF YOUR
OBJECTIVES AND GRADE
YOUR PROSPECTIVE
SUPPLIERS AGAINST EACH
ONE OF THEM. FOR MORE
ACCURATE SCORING, YOU
CAN WEIGH THE
DIFFERENT OBJECTIVES
ACCORDING TO THEIR
LEVEL OF IMPORTANCE.

4. Source the Right Supplier
Whether the project is short or long-term, selecting the right outsourcing provider could either make a buying company’s life as
easy as it could be where the supplier is achieving its targets and
is proactive in addressing issues or the wrong provider who is
hard to communicate with and is not hitting its objectives. It is
therefore imperative to gather and validate prospective suppliers’
capabilities which starts with the RFI (Request for Information) or
RFP (Request for Proposal) process.

5 Don’t be Afraid to Start Slow
With all the time and energy you have invested, it is a good idea to start slow. Doing so
will minimize the impact of missteps taken throughout the on-boarding process. Once
you have worked through the minutiae of implementation and are fully comfortable
with the process and with your supplier, you can slowly add more headcount or responsibilities to the list.
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CHAPTER 6

SUSTAINING AN EFFECTIVE
OFFSHORE OPERATIONS
Once the supplier has been selected and an outsource team is in place, to achieve the desired results and sustain
them, the buying company must be fully engaged and committed to the process. Therefore, supplier strategy
must clear and communicated to the organization so that it can be executed at every level of the supplier-buyer
relationship. This chapter delves into the different ways to manage an effective offshored operations.

1. Measure and be Data Driven

D

ue to your distance from your global team, the
use of data is imperative to ensure agreed-upon
service levels are adhered to. By measuring your

offshore team’s performance on key performance indicators
(KPIs) the health and productivity of your operations can be
actively monitored.

PRO TIP: REVIEW KPIS WITH THE
TEAM DAILY AND GO OVER
BOTH THE NEGATIVES AND
POSITIVES. GIVE CREDIT WHEN
CREDIT IS DUE AND ADDRESS
SHORTFALLS ACCORDINGLY.
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2. Hold Stakeholders Accountable

H

olding all stakeholders, both internal
and offshoring group, accountable
demonstrates that deadlines and

deliverables must not be taken lightly. When a
supplier misses a due date, it must be not be
ignored. Supplier miscues that are big enough
must be dealt with proactively and if possible
formally through a Corrective Action, Preventive
Action (CAPA) process. In doing so, recurrence
can be mitigated and it puts the supplier on
notice that these issues are documented.

3 Leverage Technology
Use technology to your advantage. With the internet and the cloud complemented by a multitude of
communication and productivity platforms out in the market, it is now more than ever easier to
manage an offshore team effectively. With these various apps, a team that is 10,000 miles away in a
different continent can seem like it is operating close-by. Instantaneous production updates, productivity metrics or even a live-camera feed showing your offshore work center can now be conveniently accessed via any computer of mobile device.

19

GLOBALITYNET

4

Create a Positive, Collaborative Buyer-Supplier Relationship

Creating a positive relationship with your supplier
is a process that will take time to develop.
With the understanding that every supplier is different, add to it the different
challenges the relationship will face, the buying organization must be prepared to invest the time and effort that is needed to manage the supplier
strategically. Being tough but fair, and respectful of your supplier is a big
part of this equation. And by sticking to this mantra consistently, and by
learning from each other and from your mistakes, you might just be on your
way to becoming a world-class global organization.
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