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ABSTRACT 

Outsourcing decisions in manufacturing industries are concerned with whether products or 

components should be made in-house or purchased from external sources. These decisions are a 

simple economic decision based on costs and other factors. Outsourcing is proven as a good 

idea for many firms that need to reduce operating costs and improve productivity. However, in 

many instances outsourcing decisions are more strategic and can affect a company’s competitive 

position. Companies may not get the full benefits because of not understanding the outsourcing 

path thoroughly evaluating the benefits and risk associated with it. Some companies even do not 

ask themselves the fundamental question for outsourcing such as; will it add value to their 

customer? Or will it reduce their overall costs? If they can answer yes, it might be a best reason 

for outsourcing. To determine whether a product should be purchased or produced? .If 

purchased then, managers should be select the appropriate outsourcing activities.  In this 

research attempt has been made to evaluate the outsourcing benefits and its underlying risks in 

the context of one manufacturing company. A SWOT analysis was done to find the best 

particular factor of outsourcing for a company. 
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1. INTRODUCTION 

The area of outsourcing is one of the fastest growing business trends for companies to gain and 

maintain a competitive advantage. There are a number of different ways to outsource; some of 

them are as follows; Single Source Outsourcing, Multiple Source Outsourcing, Selective 

Outsourcing (only parts of functions), Companies must sort out for themselves which one fits 

their business strategy best. To be effective, companies must first understand their current 

capabilities. They must determine what their core competencies are and companies will 

outsource the different non-core activities. This result in increased efficiencies, profits and 

customer satisfaction. Outsourcing is always based on the decisive choice, based on a clear 

analysis of our own company and its environment .Outsourcing is therefore always a strategic 

decision. Our goal was to Interview Company mentioned below about their outsourcing activities 

and strategies and to find the best particular factor of outsourcing for a company. 

The key to the success of outsourcing is reasonable outsourcing decision. John Fahy (2002) 

studied the strategic decision model based on resource-based theory. Aubert et al (2004)did the 

research based on transaction costs economics and collecting data through survey and pointed 

out that the uncertainty is major deterrent to outsourcing while the level of technical skills is 

most important reason for outsourcing.  Tian Zhaoyun (2004) studied the outsourcing decision 

and pointed out the organizations should outsource the non core business .Barthelemy and 

Geyer(2005)found out determinants of outsourcing and their relationship by collecting data 

through survey and use of  transaction costs economics. Jin Ying (2005) carried out a study on 

transaction cost of outsourcing decision and made some supplements to it. Pati and Desai(2005) 

did the research based on core competence theory and developed a conceptual framework for 

making outsourcing decision. Sun Xuelian (2008) did the research based on core competence 

theory and argued that outsourcing could help improve the core competence. 

SWOT analysis can be useful in identifying and matching the company's core capabilities (those 

things that the company does better than the competition), with the external environment, and 

determining how these can be used for competitive advantage in the market. Chang and 

Huang(2006) found that the  goal of the analysis of external opportunities and threats is to 

evaluate whether a company can capture opportunities and avoid threats when facing an 

uncontrollable external environment such as change in the factors. SWOT offers managers an 
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effective evaluative technique to aid the decision making process. It can not find the solution for 

firm, but it will ensure that issues are: identified, classified and prioritized clearly, showing the 

problem in terms of key underlying issues. Decision makers can then see the answer. 

The paper is organized as follows, in section2 a step by step plan for outsourcing .In Section 3 

swot analysis for outsourcing.  Section 4 case study will be illustrated. Finally, concluding 

remarks will be given in Section 5. 

2. STEP-BY-STEP PLAN FOR OUTSOURCING 

The following step-by-step plan allows the company, through questions and remarks, to 

thoroughly analyze the manufacturing processes or part of them in order to check if they can be 

outsourced. Then the question is “In-house manufacture or outsourcing?” The step-by-step plan 

offers some arguments about which to think about and helps the company to take a decision in a 

structured way for manufacturing outsourcing. 

STEP 1 

Describe the own situation 

In-house manufacturing or outsourcing is always a conscious choice. Even temporary sub-

contracting due to exceptional excessive orders is a strategic option. One can always decide what 

is best for their company in case of exceptional situations. 

To take a wise decision, it is important to analyse the company by using the following questions: 

• What are the objectives of the company? 

• What is the own company strategy? 

• What are the strengths and weaknesses? 

• What are the opportunities and the threats that the company may face? 

• What are the products that one can exclude from own portfolio and on which markets? 

• Is the company in a supply chain based on cost, a supply chain based on cycles or on a supply 

chain based on innovation? 

• Which is the role that the company plays in these chains?  

• What are the company growing markets? 

STEP 2 

What can the company outsource and what not? 

• What are the semi-finished and final products that the company manufactures? 
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• Using which in-house processes? 

• Which are the key competencies (knowledge and skills) and the key activities (products in 

markets) of the company? 

• Which are the production processes or parts of them that can be considered for outsourcing? 

• Write the non-financial advantages of outsourcing in a column. 

• Write the drawbacks in another column. 

• Analyse the in-house manufacturing versus the outsourcing: are ready to be open towards 

selected supplier? Will it be a long-term relation?  

• Decide also for which products and processes is interesting to go. 

STEP 3 

Which vendor? 

Find potential vendor either on the website or through agents, suppliers, advertisement,  etc. Set 

up a profile of what should be the “ideal” vendor. What are the company expectations and 

requirements with regard to quality, to delivery delays, to volumes, to flexibility, etc. It is crucial 

to have a clear idea of the potential vendor: 

• Are there vendors who can supply the products or processes that the company has identified for 

outsourcing? 

• Are there specialized vendor? Sub-contracting is part of activity of the potential vendor? 

• Select then one or more vendor (s). 

STEP 4 

Ask for quotations from vendors 

• Prepare a very detailed request for quotations. Be the clearest as possible. Use the check-list for 

and optimised co-operation. 

• Send it/them to the identified potential vendor. 

STEP 5 

The final decision: to manufacture or to outsource? 

The decision is based on a combination of financial and other factors. Elements to be considered 

are: 

• Calculate the costs to manufacture in-house and those for sub-contracting (more than the price 

appearing in the quotes). Compare the two type’s costs. 
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• Are the financial and non-financial advantages higher than the perceived risks (refer also to 

STEP 2)? 

• Make a “provisional” decision between manufacturing and outsourcing, and go to STEP 6 if 

the company decided to outsource. 

STEP 6 

Choose vendor (s) 

The company choice should be based on the quotes that received but also on the characteristics 

and/or qualifications of the vendor (s) that the company has identified during STEP 3. Price is an 

important factor but not the only one but other factors like knowledge and specialization, quality, 

delivery times, reliability for delivery on time, financial position, etc are to be considered for a 

successful cooperation. 

STEP 7 

In action for 

• Arrange an appointment and prepare a contract. 

• Order through a test order. 

• Order for the first time. 

STEP 8 

Assessment of vendor(s) for services 

• Compare the delivered goods or services with what was agreed on in the contract(s). 

• Notify immediately the vendor (s), if the products are not corresponding to what was agreed 

upon. 

• Regularly meet the vendor (s) to evaluate the cooperation. 

• Keep always informed about market developments not to change supplier(s) but in order to be 

able to inspire one another and to keep one another attentive to prices and to come to an optimal 

supply chain. 

3. SWOT ANALYSIS 

A SWOT (Strengths, Weaknesses, Opportunities, and Threats) is a tool used to provide a general 

or detailed snapshot of a company's health .SWOT analysis is critical to determining which 

strategy will best fit the organization in light of its external operating environment. SWOT 

analysis can be useful in identifying and matching the company's core capabilities (those things 
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that the company does better than the competition), with the external environment, and 

determining how these can be used for competitive advantage in the market. SWOT offers 

managers an effective evaluative technique to aid the decision making process. SWOT 

maximizes strengths and opportunities, and minimizes threats and weaknesses. It can not find the 

solution for firm, but it will ensure that issues are: identified, classified and prioritized clearly, 

showing the problem in terms of key underlying issues. Decision makers can then see the 

answer. 

 Fig 1 shows a simple graphical representation of SWOT framework which is a more 

understandable. The below is a schema of how SWOT works. One start at the top level and go 

down to details. When this is filled with content, it gets the shape of a matrix 

 

 

 

 

 

 

 

Fig 1 Representation of SWOT framework 

 Strengths can include 

- strong research and development, cash flows, and market presence or branding 

- held patents 

- weak customer or supplier power, and 

- good reputation 

Weaknesses can include 

-weak research and development programs, cash flows, and product branding 

- ending of patent protection 

- strong customer or supplier power, and 

- high cost structure. 

Opportunities arise from competition, the market, or the economy, and can include any chance 

the organization has to increase market share and gain new sales (for example, following the 

Strategic Analysis 

Internal Factors External Factors 

Strengths Weaknesses Threats Opportunities 
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collapse of a competitor). Other factors to consider are lowering of interest rates, reduction in 

trade barriers for foreign expansion, and favourable news releases. 

Threats arise from competition, political changes, or the economy, and can include 

- reduction in domestic trade barriers 

- change in government policy that increases the cost of production (for example, meeting 

international environmental standards) 

- increase in interest rates, or   - new competitors. 

Once SWOT analysis is done for every possible functions of outsourcing, it would be much 

easier to find the best particular factor(s) if exist with respect to company's goals and objectives. 

Following table provide a direction for companies to take appropriate action, once they have the 

SWOT analysis. 

 Strengths weaknesses 

opportunities Pursue opportunities that are 

good fit to the company’s 

strength 

Overcome weakness to pursue 

opportunities 

Threats Identify ways that the firm can 

use its strengths to reduce its 

vulnerability to external threats  

Establish a defensive plan to prevent 

the firms weakness from making it 

highly susceptible to external threats 

 

4. SWOT ANALYSIS OF MANUFACTURING OUTSOURCING –A CASE 

STUDY  

DelTech Controls manufacturing a range of flow control valves and valve automation products 

located in Pune. Company cited cost reduction as the primary reason for outsourcing and other 

reason like to enhances delivery ,availability of technology, Insufficient capacities, A sizable 

investment would be needed to establish a manufacturing facilities for their wide range of 

product variety, cheaper supplier, to excel in key activities. Considering above reasons a 

company decided to outsource the components and subassemblies in the product. 

A SWOT analysis is carried out by preparing a questionnaire based on the outsourcing plan. 

Sample questions are given below for finding Strengths, Weaknesses, Opportunities, and 

Threats. 
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Strengths: 

• What is economical advantages do you have due to outsourcing?  

• How do you satisfy the variety of customer in market? 

• What relevant resources do you have access to manufacturing a product? 

•What do other people see as your strengths of organization?  

• What are the factors for taking decision about different activities in manufacturing area 

for outsourcing? 

Weaknesses: 

• What step do you take to strengthen the economic position of company?  

• What are the chances of taking wrong decision while outsourcing?  

• What are the major ways to control quality of product in market? 

• What the things you can avoid resources do you when the demand to the product in 

market is high? 

Opportunities: 

• Where are the good opportunities available in market to a company? 

• What are the interesting trends companies are aware of? 

• What basic things are there which can help to control the loss in business? 

Threats: 

• What are the ways to make the business foolproof?  

• How changing technology threatening the position of your business in market?  

• What are the things that increase the cost of outsourcing?  

The respondents received from various expert are summarized in Table No. 1 and Table No. 2 

for Strengths and Opportunities, Threats and Weaknesses of manufacturing outsourcing for a 

company. 

Table No. 1 Strengths and Opportunities of Manufacturing Outsourcing 

Particulars Strengths Opportunities 

Personnel Increased knowledge and 

expertise 

Alternative to staff increases for short term 

projects 

Downsizing the organization 

Economic Cost savings Increased return on equity 
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Control Share the risk Elimination/reduction of the risk 

Focus on core 

manufacturing area 

Outsource the non-core 

function 

Focus attention on core function 

product Wide range 

Patent 

New innovative products 

High business potential 

Developing market 

 

Market segment Specialist marketing 

expertise 

Location of business 

Moving into new attractive market segment 

Removal of international barrier 

New international market 

 

Table No. 2 Threats and Weaknesses of Manufacturing Outsourcing. 

Particulars Threats  Weaknesses 

Personnel  Loss of in-house expertise 

 lose flexibility 

Severance cost for termination/transfer 

of existing staff 

Economic Higher than expected 

outsourcing bills 

Increased tax liability 

 Decreased profit margin, Hidden costs 

Control Loss of control over: 

 Disaster recovery 

 Confidentiality 

Quality of vendor services 

Focus on core 

manufacturing 

area 

Determination of strategic 

non-strategic 

Confidentiality 

product Price war 

New regulation 

Increase trade barriers 

Large capital investment 

High product cost 

Market segment Saturation in standard 

market  

High marketing cost 

Barriers in marketing strategy 

High operating cost 
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Selecting Best Particulars for Outsourcing 

Once SWOT analysis is complete for each possible function, management will select the best 

Particulars, which pursue opportunities that are a good fit to the company's strengths and at the 

same time establish a defensive plan to prevent the firm's weaknesses from making it highly 

susceptible to external threats.  

SWOT analysis explores various opportunities, threats for an organization. where the strength 

need to be converted in opportunities .The table No.1 shows various strength and opportunities 

,to rate the particulars each factor is having its own impact ,however one can consider product on 

first priority as it generate higher business potential followed by control factor to reduce the risk. 

A defensive plan could be prepared with reference to table No.2   focusing on two major issues 

Economic factor for higher than expected outsourcing bills and control factor for quality of 

vendor service. This defensive plan could be able to defined weakness for organization. 

5. CONCLUSION 

SWOT analysis tool has been carried to identify critical manufacturing outsourcing particulars. 

A SWOT analysis of valve manufacturing company has been carried out. The particulars studied 

for SWOT analysis are personal, economics, control; focus on core manufacturing area, product 

and market segmentation. The major particular which highlighted the strength and opportunities 

is a manufacturing of wide range of product to get high business potential by proper control over 

the risk of vendor services. A major defensive plan is carried out for economical particular in 

order to avoid in increasing outsourcing bill and control particular for getting better quality of 

vendor services. These particular have been reflected on organizations today’s condition which 

itself defines scope for future research. 
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