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Outsourcing is back. Not that it ever went away. But it seems to be getting more and more attention.

The terminology is changing, ever so slightly. The in term is “sourcing”, which is meant to indicate that you don’t necessarily have to “out” to “source”. It may make just as much sense to do it yourself, which used to be called “insourcing”, especially if you had previously outsourced.

Got it? The name of the game is evaluating every aspect of your business processes, and determining whether you are better off doing it yourself, or whether you should get someone else to do it for you.

This question is as old as civilisation. It is called by some economists the “make versus buy” equation. Is it better to make (or do) something yourself, or buy that product or service from someone else? Increasingly, as we lead more specialised lives, the balance has moved in favour of buying it in.

This is as applicable in our personal lives as in business. Stone age man made just about everything he used in his daily life. So did the medieval peasant. Even our grandparents made many of their own clothes. But mass production has meant that there are great economies of scale in manufacturing, and it simply doesn’t make sense to make most things ourselves.
So, does it make sense to do our own IT? Twenty or thirty years ago, most people thought not, because computers were very expensive. There was a boom in computer bureaus. But computers got cheaper and people bought their own. They wrote their own applications, but eventually packages became good enough and cheap enough to change the equation from make to buy. That was what the ERP boom of the 1990s was all about.

The 1990s also saw a rise in IT outsourcing. This usually meant getting someone else to run your data centre. The argument was usually based on cost – the rationale being that the big outsourcing companies like EDS or CDC or IBM would do your IT cheaper, because they had the expertise and the economies of scale.

Well, often it didn’t work out that way. Lots of people, including many government organisations, got into trouble. The problems were many, but were usually based around poor management or poor metrics. Much of this outsourcing was driven by emotion or ideology, without thought to the real issues involved.
Last month consultancy Gartner held a conference in Sydney on outsourcing. The event was called “Second Generation Sourcing”, to show how things are different now. The big change, according to Gartner’s Linda Cohen, is that deals now are about service, not price. “Sourcing is hot now for the same reasons it was hot in the early 90s,” she says. “In an economic downturn people look for ways to control costs and save on capital investments.”

But that does not necessarily mean lower costs, she says. “If your primary motive in outsourcing is to save money, you are on a death spiral. You may well save money, but you should be doing it because it fits with your strategic goals. Sourcing should be an enabler of your business strategy.”
There was much talk at the conference of “business optimisation”, and of the latest buzzword, “business process outsourcing”, or BPO. BPO is when you give entire business processes, like your call centre or your payroll or your accounts department, to someone else.

And much of the talk about BPO centres around the amount of this work going offshore, to places like India and the Philippines. I had the interesting experience recently of placing a call to a US company for product support, and being answered by a man in Bangalore. Indian and Filipina housewives manning call centres for global companies are being given lessons in Australian and British and American pronunciation, and even weather conditions, so they can answer calls from halfway around the world.

There has been a lot of talk in the last year or two about the threat posed to local jobs by IT and other white collar jobs moving offshore. International Business Week ran a cover story on the phenomenon back in February, and I have a correspondent in the States who regularly sends me such stories, bemoaning the fact that all the jobs are disappearing, and wondering who will be left to buy anything.

At its conference Gartner tried to give some perspective to this trend. Just two per cent of Australia’s software development has moved to India in the last few years, according to a Gartner press release. That may be so, but the growth rates in India are much higher than in the rest of the world, and if the trend continues that 2 per cent will soon double, and treble, and cause significant changes in the industry.
My friend in America wants something done about this. What, he can’t say. I keep telling him to get used to it, but like many people he regards globalisation as a zero sum game, and believes that a job that moves is a job lost. Some people never learn from history, if they ever knew it in the first place.
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