N

HAL

open science

Reframing the Outsourcing Process
Bgrge Sjgbakk, Gaute Knutstad

» To cite this version:

Bgrge Sjobakk, Gaute Knutstad. Reframing the Outsourcing Process. IFIP International Conference
on Advances in Production Management Systems (APMS), Sep 2017, Hamburg, Germany. pp.20-28,
10.1007/978-3-319-66926-7_3 . hal-01707246

HAL Id: hal-01707246
https://inria.hal.science/hal-01707246
Submitted on 12 Feb 2018

HAL is a multi-disciplinary open access
archive for the deposit and dissemination of sci-
entific research documents, whether they are pub-
lished or not. The documents may come from
teaching and research institutions in France or
abroad, or from public or private research centers.

L’archive ouverte pluridisciplinaire HAL, est
destinée au dépot et a la diffusion de documents
scientifiques de niveau recherche, publiés ou non,
émanant des établissements d’enseignement et de
recherche francais ou étrangers, des laboratoires
publics ou privés.

Distributed under a Creative Commons Attribution 4.0 International License


https://inria.hal.science/hal-01707246
http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/
https://hal.archives-ouvertes.fr

Reframing the Outsourcing Process
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Abstract. Multiple functions and stakeholders from the buyer and the supplier
are involved and affected, either directly or indirectly, by the outsourcing process
and the way it is managed. These can all assign different meaning to the evalua-
tions and decisions made during the process, which in turn may strongly influ-
ence its success. To avoid distrust and suboptimal solutions, managers need to
take into consideration different stakeholders' opinions when making key out-
sourcing decisions. However, capturing these opinions is cumbersome, and may
slow down the outsourcing process significantly. This paper proposes a segmen-
tation approach to rationalize the inclusion of different stakeholders' opinions in
outsourcing decision-making. More specifically, Bolman and Deal's four leader-
ship frames are used to consider multiple opinions regarding a production transfer
between a Norwegian manufacturer of advanced hydro-acoustic sensor systems
and one of its strategic suppliers. The paper shows how a multi-frame model may
bring new understanding to key outsourcing decisions, and ensure that multiple
stakeholders' opinions are considered throughout the process.

Keywords: Outsourcing, production transfer, multi-frame perspective, collabo-
rative manufacturing

1 Introduction

Multiple functions from both the buyer (the company that outsources) and the supplier
(the new producer or service provider) are directly involved at different times during
an outsourcing process. In addition, various other stakeholders are affected, either di-
rectly or indirectly, by the process and the way it is managed. These can all assign
different meaning to the evaluations and decisions made during the process, which in
turn may strongly influence the success of both the outsourcing process and future busi-
ness. For example, outsourcing a successful product may make perfect sense for the
senior management, due to its potential cost savings; however, for the product manager
it may be seen as a lack of trust, which may influence his motivation to continue work-
ing for the company. To avoid distrust and suboptimal solutions, companies need to
avoid "one size fits all" approaches, and take into consideration different stakeholders'
opinions when making key decisions and communicating with stakeholders during the
outsourcing process. However, capturing the multitude of opinions is cumbersome, and
may slow down the outsourcing process significantly.
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An often-used approach to handle heterogeneity efficiently is to group things (e.g.
people, products) with similar characteristics into segments that are expected to exhibit
similar behavior, and handle the segments separately instead of using one mass-ap-
proach. Seminal examples of such segmentation include market segmentation [1] and
group technology [2]. We believe that the same logic can be applied in outsourcing.
More specifically, we argue that key decisions in the outsourcing process may be as-
sessed in light of the expected opinions of various stakeholder segments. Hence, the
purpose of this paper is to show how multiple perspectives may bring new understand-
ing to outsourcing decisions, and ensure that multiple stakeholders' opinions are con-
sidered efficiently throughout the process. While there are abundant ways of segment-
ing stakeholders, the four leadership frames by Bolman and Deal [3] are taken as a
starting point, as they are widely recognized as a tool that improves understanding and
promotes versatility in organizations. This framework has been used in numerous set-
tings, from education [4] to sports [5]. However, to the best of our knowledge, it has
not previously been applied to outsourcing processes. In this research, it is used to con-
sider multiple opinions regarding a production transfer between a Norwegian manufac-
turer of advanced hydroacoustic sensor systems and one of its strategic suppliers.

The remainder of the paper is structured as follows. First, some theoretical back-
ground on outsourcing of production and the four frames by Bolman and Deal [3] are
presented. Thereafter, the reframing case study is described. This includes research
methodology, as well as empirical findings and discussions. Finally, the paper is con-
cluded, with major contributions, limitations and suggestions for further research.

2 Theoretical background

2.1 Outsourcing of Production

The transfer of activities to other supply chains actors is generally denoted outsourcing
or offshoring, depending on the ownership structure (internal or external) and target
location (domestic or foreign) of the transfer [6]. Outsourcing refers to a transfer of
certain responsibilities across organizational borders, whereas offshoring indicates that
the responsibility is transferred to a subsidiary or supplier in a foreign location. Out-
sourcing has numerous stated benefits (e.g. lower factor costs, access to new materials,
distribution channels and technologies and focus on core competences) which have
made it a very popular strategy in many industries [7, 8]. However, it involves consid-
erable risk and may lead to increased costs and loss of business if it is not carried out
in a systematic manner [7, 9].

Several frameworks [e.g. 10, 11-13] outline different phases of the production out-
sourcing process. Broadly speaking, it comprises four phases: (1) Outsourcing decision;
(2) supplier selection; (3) production transfer, and; (4) steady state. In the outsourcing
decision phase, the company should decide its outsourcing policy [13]. This includes
an assessment of outsourcing benefits, risks and motivators (cost, strategy, and poli-
tics), to decide whether it should continue considering possible outsourcing candidates.
Thereafter, the company may proceed to the outsourcing candidate selection stage,
where it identifies, evaluates and selects possible candidates (functions, products or



processes) for outsourcing [13]. In the second phase, supplier selection, the company
carries out initial supplier qualification (if it does not keep a record of prequalified sup-
pliers), before agreeing on measurement criteria, obtaining relevant information, mak-
ing a selection and negotiating legal arrangements [12, 14]. Several of the criteria for
supplier selection will depend on the geographical location of the supplier. The third
phase, production transfer, concerns the actual relocation of manufacturing of products
or components between two production facilities. It consists of three distinct stages:
Transfer preparation; physical transfer, and; production start-up [10]. The final phase
is the steady state. Here, the supplier has reached a full-scale and stable production, at
targeted levels of cost and quality [10].

Each of the phases and stages in the outsourcing process entails numerous decisions.
Gunasekaran et al. [15] review outsourcing decisions and relevant performance
measures and metrics in pre- (i.e., outsourcing decision and supplier selection), during-
(i.e. production transfer) and post-outsourcing (i.e. steady state) stages. They distin-
guish between strategic and tactical decisions that are either financial or non-financial.
Many of these are tangible and relatively easy to set goals for, anticipate and measure
performance of, such as transaction costs, IT infrastructure, service performance, etc.
These decisions are often made with the support of, e.g., multi-criteria decision tech-
niques or optimization. However, a large number of decisions are classified as intangi-
ble. These may be harder to make using similar tools. Examples include degree of col-
laboration, teamwork, motivation of employees on the shop floor, etc. These are multi-
faceted decisions that require careful yet efficient consideration of different stakehold-
ers' opinions.

2.2 Four Leadership Frames

Bolman and Deal [3] have identified four distinct frames people view their world
through, namely (1) Structural, (2) Human Resources (HR), (3) Political and (4) Sym-
bolic. Each frame comes with a range of concepts, values and metaphors that distin-
guish it from the others. For instance, the four frames' metaphors for organizations are
(1) factory or machine, (2) family, (3) jungle and (4) carnival, temple or theatre, respec-
tively. The frames' conception of organizational processes are illustrated in Table 1.

While no one uses only one frame to interpret their world, people often show a pref-
erence for one or two frames. Therefore, to improve understanding and promote versa-
tility, the frames can function as mental maps for reading and negotiating different ter-
ritories — such as outsourcing decisions. For instance, a Structurally oriented manage-
ment team may consider an outsourcing process as a simple realignment of roles and
responsibilities to fit core competences and the business environment. By using the four
frames actively, the team can comprehend other implications of the process, such as its
impact on the workforce (HR), the redistribution of power between the buyer and sup-
plier (Political) and the customers' perception of product quality when operations are
carried out by a contract manufacturer (Symbolic). These may all influence the course
and outcome of the process, and as such, it can improve decision-making. Further, it
can aid the team in foreseeing and complying proactively with the needs and demands
of stakeholders that show preference for different frames.



Table 1. Organizational processes in light of the four-frame model [adapted from 3]

(1) Structural

() HR

(3) Political

(4) Symbolic

Strate- Strategies to set ob-  Gatherings to pro-  Arenas to air con- Ritual to signal re-
gic jectives and coordi-  mote participation  flicts and realign sponsibility, produce
plan- nate resources power symbols, negotiate
ning meanings
Decision  Rational sequence Open process to Opportunity to gain  Ritual to confirm val-
making  to produce right de-  produce commit- Or exercise power ues and provide oppor-
cision ment tunities for bonding
Reor- Realign roles and Maintain balance Redistribute power  Maintain image of ac-
ganizing  responsibilities to between human and form new coa-  countability and re-
fit tasks and envi- needs and formal litions sponsiveness, negoti-
ronment roles ate new social order
Evalu- Way to distribute Process for help- Opportunity to ex- Occasion to play roles
ating rewards or penalties  ing individuals ercise power in shared ritual
and control perfor- grow and improve
mance
Goal Keep organization Keep people in- Provide oppor- Develop symbols and
setting headed in right di- volved and com- tunity for individu-  shared values
rection munication open als and groups to
share interests
Com- Transmit facts and Exchange infor- Influence or manip-  Tell stories
munica-  information mation, needs, and  ulate others
tion feelings
Motiva-  Economic incen- Growth and self- Coercion, manipu-  Symbols and celebra-
tion tives actualization lation, seduction tions

3 Case Study: Reframing the Outsourcing Process

3.1

Research Method

In this research, we explore how the four-frame model by Bolman and Deal [3] can be
used to comprehend multiple opinions in outsourcing processes, by studying a product
transfer between a Norwegian manufacturer of advanced hydroacoustic sensor systems
and one of its strategic suppliers. No behavior was manipulated in the actual process,
making a case study approach appropriate [16].

Empirical data has been collected through a series of joint workshops with the buy-
er's Supply Chain management team and the supplier's senior management, as part of a
collaborative management development activity. In the workshops, selected parts of the
outsourcing process were discussed with respect to the four-frame model. In addition
to the workshops, the management teams did a self-assessment exercise to explore how
their basic mindsets compare to the four-frame model, bearing in mind that people usu-
ally show a preference for one or two of the frames. More specifically, for a set of



organizational processes (including Table 1), every participant would distribute ten
points over the different frames' description of the process. More points were awarded
to the frames with which the participant agreed the most. The aggregated distributions
over the frames (Structural, Human Resources, Political, and Symbolic) were 37%;
34%; 13%; 16% and 44%; 38%; 8%; 10% for the buyer and supplier, respectively.

3.2 The Outsourcing Process

The studied outsourcing process was the first production transfer from the buyer to the
supplier. The outsourced product consists of a sensor (core technology produced by the
buyer), casing, and electronics. The sensor and electronics are soldered together and
molded into the casing, before the product is tested. All products are sold in high vol-
umes to a sole customer that replaces products frequently, which creates a yearly de-
mand for the product. For several years, the buyer purchased the casing and electronics
from two other suppliers and assembled the products itself. However, some years ago,
it approached the supplier with an invitation to tender for the product's assembly oper-
ation. Today the supplier gets the sensors from the buyer, and casing and electronics
from two other suppliers, and carries out the assembly and associated product testing.
The buyer still carries out spot checks, ships the finished products, and maintains com-
munication with the end customer. The outsourcing process is briefly described in Ta-
ble 2. Below, some selected elements of the process are discussed to illustrate possible
use of the leadership frames, as was done in workshops with the management teams.

Table 2. The outsourcing process

Phase Main activities

Outsourcing  The buyer's overall decision to outsource was mainly driven by a combination of cost

policy and strategy. The company felt a need to reduce cost, and at the same reduce its high
volume production activities, as "it aims to be a ‘technology company’, rather than
manufacturing company".

Outsourcing  The buyer quickly arrived at the selected outsourcing candidate, as the product had

candidate se-  significantly higher volume and lower margins than the other products offered by the

lection company. This required higher efficiency and manufacturing-/industrialization compe-
tence than the buyer possessed.

Supplier se- The supplier was prequalified and used to deliver electronics for the product. Today,
lection the renowned contract manufacturer is classified as a strategic supplier by the buyer.
Transfer There was no kick-off meeting signaling the start of the outsourcing process, and a

preparation transfer plan and risk assessment had not been prepared and conducted before the
transfer. The supplier participated in value stream mapping at the buyer, and sent three
operators to learn the current production process. The buyer’s original suppliers of
housings and electronics were transferred to the supplier.

Physical Initially, it was decided that all test equipment would be moved from the buyer to the

transfer supplier. When the buyer's product team found this out, they realized that they would
not be able to run spot-checks, thereby losing control over the end quality. The buyer
therefore copied its test equipment and transferred the copy to the supplier.




Phase Main activities

Prod. start- The contractual agreement between the buyer and supplier stated that the supplier

up and would gradually lower the unit cost as production progressed. However, several of the
steady state supplier's process improvement suggestions were rejected without a clear justification.

Supplier selection. As pointed out in Table 2, the supplier was prequalified by the
buyer, as it used to deliver electronics components for the product. Therefore, the sup-
plier selection process mainly concerned contractual agreements between the buyer and
the supplier. In the workshops, the management teams agreed that the Structural frame
had been prominent in this phase. There was strong emphasis on transmitting facts and
information, and formalizing conditions regarding e.g. forecasting, call-offs and deliv-
ery agreements. Several functions at the buyer (e.g. product team, purchasing and qual-
ity) were involved in the formulation of the contract's terms, to ensure conformance of
end customer expectations. At the same time, both the buyer and supplier agreed that
they were humble and a bit careful with each other during this phase, as they wanted to
show respect and did not want to ruin their existing relationship. As such, they implic-
itly also had the HR frame in mind when initiating the transfer, by maintaining a balance
between their relationship and formal roles. When challenged to view the phase from
the Political and Symbolic perspectives, especially the buyer felt that they should have
considered Political aspects more when establishing the relationship. They felt that by
exercising power more, higher goals could have been set and reached, which would
ultimately benefit both the buyer and supplier. The supplier, on the other hand, saw that
it is important to be aware of and exercise its own power in such a constellation, and be
humble but not submissive, as the parties may miss out on early opportunities for im-
provements due to fear of the power distribution.

Start-up and steady state. When asked to evaluate the current situation (somewhere
between the start-up and steady state), the parties felt that the Structural focus in the
supplier selection phase had resulted in a well-functioning relationship, with deliveries
going from the supplier to the buyer at the right time, in the right quantity, and with the
right quality. However, as seen in Table 2, the contractual agreement between the buyer
and supplier also stated that the supplier should gradually lower the unit cost as pro-
duction progressed. In this respect, the supplier experienced that several of their process
improvement suggestions were rejected without a clear justification. While these rejec-
tions Structurally made sense (the buyer was afraid of altering the product performance
in any direction, because the end customer was familiar with how to interpret data from
the existing product), the buyer underestimated the Symbolic effect they had on stake-
holders at the supplier, which experienced frustration and distrust over a lack of expla-
nation. At the same time, the supplier did not communicate this explicitly to the buyer,
due to little exerted power and the HR frame that was implicitly in play, as mentioned
in the supplier selection phase above. During the research, the supplier got an explana-
tion of why their suggestions were not taken into consideration. This was immediately
understood and accepted. By looking at it from the Symbolic perspective, a lot of frus-
tration could have been avoided if this had been communicated earlier. When the parties



discussed this issue, they saw that the Symbolic and HR perspectives could be used
more frequently. Especially the buyer acknowledged that they could use multiple
frames to turn everyone's attention to achievement of objectives and, in collaboration
with the supplier, acclaim good experiences and learn from bad ones.

Further practice. Using the four frames generally made the parties realize that the
outsourcing process could have run smoother if key issues had been discussed more
proactively, in a way that captured more perspectives. As can be seen from the man-
agement teams' self-assessment, both teams show an overweight of Structural and HR
traits. At the same time, they experience that many of their subordinates and stakehold-
ers have other traits, and that these need to be taken into consideration during the out-
sourcing process. The parties saw that they could both exert their power to a larger
degree (Political), but at the same time they need to be aware of how such actions may
be interpreted through the other perspectives — especially the Symbolic frame. As men-
tioned in Table 2, there was no kick-off meeting to signal the start of the outsourcing
process. While such a meeting could have a strong Symbolic effect in terms of signaling
responsibility, it could also serve as an arena to promote participation (HR), align power
(Political), and set objectives and coordinate resources (Structural) — thereby answering
to different needs and opinions. To make amends for the lack of a kick-off, following
the workshops the buyer sent key personnel to the supplier, to inform all employees
about how the outsourced product is important to both the buyer and the end customer.
Further, the buyer has categorized the supplier as one of six strategic suppliers. These
are both strong symbols of their collaborative relationship, as is the collaborative man-
agement development activity that has been discussed in this paper.

4 Conclusion

This research has shown how the multi-frame model brought new understanding to
some of the key decisions that were made during the outsourcing process between a
Norwegian manufacturer of advanced hydroacoustic sensor systems and one of its stra-
tegic suppliers. When introduced to the model, the case companies themselves con-
cluded that their relation was almost purely Structurally grounded, through e.g. con-
tracts and terms of delivery. Throughout the workshops, the companies saw that the
Symbolic and HR frames could increase stakeholders' feeling of ownership to the pro-
cess, and that both companies could benefit from having a conscious attitude to power
exertion, as described by the Political frame. As such, the managerial implications of
utilizing such a framework to reframe 'traditional' outsourcing processes are evident.
There are, however, some limitations with the study. A single case study approach
essentially limits the generalizability of the results. Further, only one segmentation
model has been tested, on a limited part of an outsourcing process approaching com-
pletion. Moreover, the self-assessment done by the management teams showed an over-
weight of Structural and HR traits at both the buyer and supplier. While these arguably
are 'typical’ traits in, at least, Scandinavian manufacturing companies, the applicability
and/or need for reframing may be less in other parts of the world or in companies with



more heterogeneous composition of people. Finally, the study does not suggest which
frames are best applied at different stages of the outsourcing process, and what is the
best way of applying them. Further research should include more empirical testing to
improve the generalizability of the findings. This could include multiple case studies in
a range of industries and countries, with a diversity in products and services, using the
same and other segmentation models on all phases of the outsourcing process.
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