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The production of a good or service frequently requires
that the supplier performs a wide range of activities.
The coordination between those activities implies that
WKH¿UPPXVWGHWHUPLQHLWVboundaries, which means
WKDWLWPXVWGH¿QHWKHVXSSO\FKDLQDFWLYLWLHVWKDWZLOO
be performed internally, and those that will be trusted
to external suppliers. The process of obtaining goods
and services from outside suppliers, instead of developing them within the organization, is called outsourcing
$QGHUVRQ 1DXUXV 
Broadly speaking, outsourcing presents advantages
insofar as external suppliers are able to attain economies
of scale that an internal department, producing excluVLYHO\WRPHHWWKH¿UP¶VQHHGVFDQQRW0RUHRYHUDQ
external supplier is subject to the discipline of the marNHWZKLFKFUHDWHVDJUHDWHULQFHQWLYHWRHI¿FLHQF\DQG
innovation than is the case in an LQWHJUDWHG¿UP, where
RYHUDOOVXFFHVVPD\GLVJXLVHLQHI¿FLHQFLHVLQFHUWDLQ
areas. However, the decision to give away a link of the
value chain to an external supplier presents challenges
ZKHQLWFRPHVWRFRRUGLQDWLQJWKHSURGXFWLRQÀRZVDQG
managing a relationship with an independent entity. In
DGGLWLRQFORVHFRRSHUDWLRQZLWKDQRWKHU¿UPLQFUHDVHV
WKHULVNRISULYLOHJHGLQIRUPDWLRQOHDNDJH %DOGZLQ 
&ODUN 5HJDUGLQJWKHGLI¿FXOWLHVRIFRRUGLQDWLQJ
SURGXFWLRQÀRZVEHWZHHQD¿UPDQGLWVRXWVRXUFLQJ
suppliers, Novak and Eppinger (2001) analyze the relationship between the design complexity of components
(which are potential targets for outsourcing) and the
degree of vertical integration. They conclude, based on
an empirical analysis of the automobile industry, that
complexity is decisive in explaining the proportion of
components that is manufactured in-house.
The potential impact of an outsourcing decision justi¿HVDQDGHTXDWHDQDO\VLVDQGDQDSSURDFKWKDWSODFHV
this option within the context of the strategic orientation
RIWKH¿UP$FFRUGLQJWR4XLQQDQG+LOPHU  D
¿UPFDQOHYHUDJHWKHXVHRILWVUHVRXUFHVLILWFKRRVHV
to follow a combination of two strategic approaches.

On the one hand, it should develop a small set of carefully selected core competencies, on which investment
and management time must be concentrated. On the
RWKHUKDQGWKH¿UPVKRXOGRXWVRXUFHDOORWKHUDFWLYLties, even if these include areas that were traditionally
FRQVLGHUHGWRRIXQGDPHQWDOWRWKH¿UP¶VEXVLQHVVWR
be performed externally. The importance of a differentiated treatment of core competencies is evident in
4XLQQ¶V  VWDWHPHQWDFFRUGLQJWRZKLFKD¿UP
loses a competitive edge when it performs an activity
internally without having a world-class performance at
it. It would be better off by handing over that activity
to an outside supplier.
Core competencies are the activities that allow a
¿UPWRPDLQWDLQDFRPSHWLWLYHHGJHLQWKHORQJUXQ
They generally include two or three steps of the value
chain and have to do with areas such as product (or
service) design, technology creation, customer service
DQGORJLVWLFVLQZKLFKWKH¿UPFDQDFKLHYHDSHUIRUmance that is superior to that of any competitor. Core
competencies must concern matters that are important
for client satisfaction in the long run, and not only for the
needs of today’s customer. It is fundamental that they be
embedded in the organization, and not merely present
among a subset of individuals within the organization.
To Nieminen and Nummela (2004), core competencies
possess four fundamental characteristics: they are valuableLQWKHVHQVHWKDWWKH\DOORZWKH¿UPWRSURYLGH
satisfaction to its customers; rare, distinguishing the
¿UPIURPLWVFRPSHWLWRUVhard to replicate, contributing to the sustainability of the competitive advantage;
and last, they must be embedded in the functioning of
the organizationVRWKDWLWVSRWHQWLDOEHQH¿WVFDQEH
totally realized.
%\IROORZLQJWKHVWUDWHJ\RIFRQFHQWUDWLQJWKH¿UP¶V
attention in core competencies and outsourcing all
other activities, it is possible to improve competitive
DGYDQWDJHDQGSUR¿WDELOLW\&RPPLWWLQJWRWKHGHYHOopment of core competenciesFRQFHQWUDWHVWKH¿UP¶V
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activity on areas in which it has better performance,
LQWKDWZD\PD[LPL]LQJWKHSUR¿WDELOLW\RIUHVRXUFHV
and building effective barriers to the entry of present
and future competitors. Trusting production to external
suppliers allows simultaneous access to investments,
LQQRYDWLRQVDQGVSHFL¿FFRPSHWHQFLHVRIRQHRUVHYHUDO ¿UPV ZKLFK ZRXOG EH YHU\ H[SHQVLYH RU HYHQ
impossible to duplicate internally; moreover, the risk
associated with the development of components and
technology is now shared between various suppliers,
LQVWHDGRIEHLQJFRQFHQWUDWHGLQWKH¿UP7KLVVRUWRI
UHODWLRQVKLS DOVR LQWURGXFHV ÀH[LELOLW\ DQG D JUHDWHU
ability to respond to changing customer needs.
According to Quinn (1999), the emphasis is currently shifting from outsourcing relationships that are
OLPLWHGWRZHOOGH¿QHGSURGXFWLRQDFWLYLWLHV HJWKH
production of parts and components), toward knowledge-based activities, with higher value added. This
RFFXUVEHFDXVHVSHFLDOL]HGVHUYLFH¿UPVDUHEHFRPLQJ
larger and more sophisticated relative to the scale that
DVLQJOHGLYLVLRQZLWKLQDQLQWHJUDWHG¿UPFDQDFKLHYH
7KLV WUHQG OHDGV LQHYLWDEO\ WR WKH QHHG WR UHGH¿QH
WKH UHODWLRQVKLS EHWZHHQ D ¿UP DQG LWV VXSSOLHUV LQ
the direction of greater proximity; as Anderson and
1DXUXV  VWDWHWKHUHODWLRQVKLSRID¿UPZLWKLWV
suppliers is increasingly one that can be characterized
as a partnership, instead of a simple buyer-supplier
agreement. These authors point out the tendency for
¿UPVWRRXWVRXUFHDFWLYLWLHVWKDWDUHLQFUHDVLQJO\FORVH
WRWKH¿QDOFRQVXPHUOLNHVDOHVRUFXVWRPHUVXSSRUW
Thomke and von Hippel (2002) present an approach
IRFXVLQJRQLQQRYDWLRQZKHUH¿UPVRXWVRXUFHWKHGHsign of new products, handing over to their customers
DVLJQL¿FDQWSDUWRIWKHUHVSRQVLELOLW\IRUGUDZLQJDQG
developing products with the desired characteristics,
through computerized tools that are made available to
them. Kopczak and Johnson (2003) also refer to the
shift toward the increasing participation of “collaboraWRUV´WKDWGRQRWEHORQJWRWKH¿UPLQWKHGHVLJQRI
products, processes and the supply chain.

STRATEGIC/INTEGRATED
OUTSOURCING
7KHUDQJHRISRVVLEOHUHODWLRQVKLSVEHWZHHQWZR¿UPV
that are doing business with each other can be adequately
represented as a straight line, in which we have at one
extreme the purely transactional relationships and, at

the opposite end, the totally collaborative relationshipsRUSDUWQHUVKLSV $QGHUVRQ 1DUXV ,QWKH
¿UVWNLQGRIUHODWLRQVKLSWKHDWWHQWLRQRIEX\HUVDQG
suppliers is focused on competitive prices and timely
deliveries. In collaborative relationships, buyer and
supplier develop close ties through time, with the goal
of reducing total costs and/or increasing the value that
can be obtained from the relationship, reaching mutual
EHQH¿WVDVWKHSDUWQHUVKLSGHYHORSV
Strategic, or integrated, outsourcing develops
along the existing trend to widen the traditional notion
of outsourcing, from peripheral activities to higher
value added activities of vital strategic importance,
such as marketing and sales. This trend to externalize
activities, and entrust them to external suppliers with
a high degree of specialization, is in accordance with
the movement of value migration that is referred to by
Swhney and Parikh (2001). These authors claim that in
a world of business networks, there is value in modularity, which means the ability to integrate equipment,
software, organizational abilities or business processes
in several networks or, put differently, in several value
chains. Strategic outsourcing can also be analyzed in the
context of recent shifts in business thinking regarding
supply chain management, as Kopczak and Johnson
(2003) point out. One of them is the shift from cross
functional integration to cross enterprise. According to
these authors, enhanced coordination can lower supply-chain-related costs and improve responsiveness
within a chain of companies. Another shift is the one
IURPWKHSXUVXLWRISK\VLFDOHI¿FLHQF\ FRVWPLQLPLzation in production and distribution) toward market
mediation, which concerns the matching of the quantity
and variety of products supplied through the chain to
WKRVHGHPDQGHG6LJQL¿FDQWSURJUHVVFDQEHPDGHLQ
market mediation, through closer relationships—like
integrated outsourcing—between suppliers and buyers.
A third shift concerns the evolution of mass-market
supply into tailored offerings, serving each customer
or segment uniquely.
Quélin and Duhamel (2003) define strategic
outsourcing as the transfer of a transaction that was
previously an internal responsibility, to an external
supplier through a long-term contract (often without
DSUHGH¿QHGGDWHIRULWVWHUPLQDWLRQ 7KLVFRQWUDFW
PD\LQYROYHWKHWUDQVIHURIVRPHRIWKH¿UP¶VKXPDQ
resources to the supplier. In the same article, the authors
SRLQWRXW¿YHFKDUDFWHULVWLFVRIVWUDWHJLFRXWVRXUFLQJ
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