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Outsourcing: When, Why and How to Manage

Scott Searls
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“Out-Sourcing” is about a few simple things

What do you want to accomplish?
How do you want to do that?
Who do you want to do it with?
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There’s no magic pixie dust ... but there is a fairy god
mother ..........

There are certain factors that create a cost advantage
They don’t last forever
But there is a recognizable pattern

It's essentially infrastructure, culture and the
efficiency of money
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Ground Rules

* Only outsource if ... 1) you are out of capacity, 2)
there is labor arbitrage or 3) technology advances

* Locations matter

* Never Out-Source a broken or unknown process and
expect it to get better

* Supervise / Measure the heck out of it - be present
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The factors of cost - change ..........

If you don'’t like where the BPQO'’s are today .... Well, just wait a
bit because it’s all different tomorrow.

Country-advantage life-cycles are becoming increasingly shorter
Advantages are created and obliterated by orthogonal events
® currency advantages in Argentina
= SW development in old “Soviet-States”
= Government policies create “incubators” in Israel
= Local economic control -- Monterey MX
Watch out for the “rising middle-class” effect
There are “natural limits” to growth in all systems
Friendliness to “western laws”
The last MNC to town goobers it up for everybody
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What “is” Low Cost -- Outsourcing?

Just because you out-source from a supplier in a LCR
doesn’t mean you’re “localized” for Low Cost

*Stacked western cost burden — yours/your suppliers
*Non-localized indirect burden

*Payments in western currencies
*NAR-based/focused reference design

Start to think in terms of “indigenous” sourcing
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What is LCR sourcing cont ....

LCR EMS, Integrators & OE/DMs can drive localization,
however...They are not created equally (company and location)

» Choose EMS/Integrators on Material Management prowess and
culture for process control ...... everything else will follow

* Other desirable sourcing factors...
- FTZ, ship/air access
->1 hr from major city
- proximity to engineering university
- locality is rooted in an “Agrarian” work ethic
- density/proximity to “most likely” supply

Start to consider other factors as part of a “larger equation”
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Assembly/Integration Effectiveness Benchmark

Fully Loaded Time to Process

Wage/Hr Attrition Productivity Discipline
Brazil $4 3%/mo D @
Mexico City $6-7 5%/mo @ @
Mexico (other) | $5-6 2-5%lyr O O
Thailand $2.5:3 2-8%Iyr [ = o
Shanghai $3 5%/mo ¢ (D)
Suzhou $1.8-2.5 2-3%/mo ¢ [ =
Tianjin $1.8-2.5 ¢ [
Qingdao $1.8-2.5 (= ¢

*Other Critical skills in China: Engineering and SC resources are
scarcer and less loyal (30-50% turnover), driven by MNC
localization
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Full stream Analysis (system level example)
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Comparison of Vendor Performance — 8/1/08-8/31/08
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