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Industry Case Learnings
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The Question




The Objective

To determine the most appropriate method of product realization using a structured methodology for
evaluating alternatives - internal manufacturing or external procurement of products or services.

Outsourcing £ N Insourcing




Initial Hypothesis




Initial Hypothesis Tested

v' Managers believe that quantities ordered vary with Boom/Bust cycles, which in turn varies external pricing.

v' Managers believe that external pricing rises during boom cycles and falls during bust cycles.
v' Managers believe that internal sourcing has a unified price that does not change with the Boom/Bust
cycles.
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Graph showing internal price fluctuations over a period of 5 years.




Methodology




The Assessment Factors

Interviewed Insourcing Category managers and Global Sub-category managers.

Interviewed the manufacturing managers to explore the flexibility in their operations.

Interviewed the global suppliers and partners to assess supplier risks.

D N N NN

Analyzed Industry Cases — a. Boeing 787 Dreamliner Outsourcing Strategy.
— b. Site Selection process of a multinational CPG company.

Make-vs.-Buy Decision Factors

Intrinsic Extrinsic
Advantages Advantages

Strategic Technologic Economic
Factors Factors Factors
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The Assessment Model




Results: The Assessment Model

T . . . Weighted
Criteria Weight Evaluation Questions

Score
5-Exorbitant Score

3-Substantial
1-Minimal

Does the product/technology fit the business

5% . 5 0.25

strategy?
10% Is the product/technology core to the business? 5 0.5

Strategic . .
Factors 3% Do we have the capacity to build the product? 3 0.09
3% Can we scale up the operations? 1 0.03

Intrinsic .
Advantage 3% Do we have the skills to make the product? 5 0.15
10% Is the product design modular for parts assembly? 1 0.1
10% Is the manufacturing/delivery lead time from s 0.5
Technological ° suppliers significant? )

Factors 3% Is the product/technology patented? Can we entail 3 0.09

the risks of IP Loss?

3% Do we have a technology differentiation to make the 5 0.15
product inhouse?

Total 1.86

0% How significant are the barriers to entry? 0 0

0% Are the complementary assets available? 0 (0]
4% Can we achieve economie; of;.scaie with inhouse 1 0.04

Market Factors production

10% Do we have alternate suppliers in the market? 5 0.5
4% Is the supplier market stable? What is the 5 0.2

Extrinsic ° dependence risk? )

Advantage . . .
4% ‘What are the geopolitical risks involved? 3 0.12
10% ‘What are the switching costs? 3 0.3
Economic 8% Do we need a significant investment upfront? 5 0.4
Factors 50 ‘What are the transactional costs for supplier 5 0.25
management?

504 Is the currency exchange rate inflated for cross- 3 0.15

country suppliers?




The 2x2 As“sessment Matrix
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Results: Analytical Model
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