Ch #6 - Leveraging Knowledge Resources Globally

This chapter starts with some examples in a digital world. The purposes for allocating knowledge-based resources globally are:
1. Rising labor cost in developed countries/Low labor cost in developing countries

2. Low cost of technology education in developing countries. (including hardware and software)

3. English skill

4. Reliable information infrastructure, such as telecommunications.
Examples: Infosys Technologies Ltd., Wipro Ltd.
Compare 

	Product Type
	Outsourcing Destination

	Manufacturing Goods
	South Korea, Taiwan and China

	Service Process
	India, Philippines, and South Africa


Government regulation does not solve any problems in the long run. The underlying pain is the high cost.
What are knowledge-based Functions and Processes?

Information is what makes value chains and supply chains work. By extension, it is entirely possible to separate information from the physical aspects of the manufacturing process. 
At continental Tire the Americas:

· Finance and Accounting

- Human Resources
· IT 



- Law
· Sales



- R&D
· Logistics


- Controlling
Although an inventory of raw materials encompasses a range of goods that have monetary value, the process of inventory management relies on information about that inventory rather than the physical inventory itself.
The book gives reasons for the difference between physical resource outsourcing and knowledge resource outsourcing: (Disagreement, low cost in both physical and knowledge resources)

1. Physical resource: immobility of key resources

2. Knowledge resource: immobility does not exist (it does)
Benefits of using offshore locations:

· Access to better-skilled manpower

· The potential to generate cost savings at home to fund expansion

· Redeployment of home-office personnel to more higher value-added jobs

· The ability to stay competitive in markets where price pressures are significant

· An improvement in the range and responsiveness of customer-centric activities 

· The ability to offer 24-hour service

· The ability to offer better jobs for people in emerging markets

The Key Success Factor of Offshoring

Standards that are recognized and highly regarded in the industry can be helpful to the success of offshoring.   The book gives the example of the Capability maturity Model (CMM) which is the standards that are used for software development service companies.  A product with CMM certification has the perception of being one of the most distinguished software in the market.  Half of the companies that have the highest level of certification through CMM are based out of India.  This is to show a company can achieve excellence through offshoring, especially outsourcing software functions to India.

In order to ensure that offshoring is the right thing for your company you must examine the costs and benefits of doing so.  Costs such as troubleshooting process errors and costs of traveling to the location to make sure things are running smoothly all need to be considered.

Case Study: Knowledge Outsourcing – The India Advantage

When it comes to IT services (software development, design, animation, etc.), India is more than likely your desired location of business.  Information technology amounts to approximately 27 percent of their exports.  How has this nation come to this...?

Factor Advantages: India has a skilled labor force.  The market for IT service in India is small therefore this skilled labor focuses on outside countries.  Plus the government has made it easier communicate with other countries by having up to date technologies.

Demand Conditions: Limited imports has made the Indian companies find cheap and effective solutions.  This over time has given them a competitive advantage.

Related and Supporting Industries: IT specialized institutions has helped with the growth in the IT industry in India.  Multinational enterprises support these institutions ensure specialists in the IT field are still being made which also benefits the enterprises as well.

Firms, Strategy, Structure, and Rivalry: Indian firms have operations in multiple locations to be close to clients and also for new opportunities.?
Determinants of the Ideal Processes and Functions That May Be Offshored

There are six ways you must analyze the processes or functions you are considering to offshore.  A manager must think of how critical this process or function is to my daily business activities.  Managers must also consider if this function involves high or low customer contact.  How many transactions are involved with this function and are each of these transactions unique is another way for managers to think about the costs and benefits of offshoring a function.  Global Strategy gives the examples of airline companies and banks as industries with multiple transactions, but the transactions involved for both industries are routine.  Risk of your intellectual property must be examined if a manager wishes to offshore a function.  Laws concerning intellectual property differ from country to country so it is important to understand that certain competitive advantages you have established may be at risk if you offshore.
The Offshore decision: Location, Structure, and Ownership (Page 141)
Once a company has decided to move forward with an offshore decision, the first thing that must be determined is the entry strategy for the company (Inkpen, and Ramaswamy, 141). There are three main functions that must be considered when offshoring; location, organizational structure, and ownership. All three of these functions are interrelated, and are primarily based upon the specific needs of the home based company.
Near-Shore vs. Far-Shore (Pages 141-142)
The first function of strategy for offshoring that needs to be considered is location. There are two categories that location decisions will fit into; near-shore and far-shore. Selecting a near-shore location can be beneficial because it offers a location that is typically closer to headquarters (Inkpen, and Ramaswamy, 141). There are also several other advantages of near-shore operations which include; cost savings on travel because of the proximity of the near-shore operation, cultural similarities, and coordination/control is easier. However, it must be noted that there are also some disadvantages to near-shore operations. The biggest disadvantage of near-shore operations can be a lack savings in labor compared to a far-shore operation.

A far-shore location is the other option a company has. Locating in a far-shore country can offer significant cost savings in labor, access of skilled manpower, and overall operation costs (Inkpen, and Ramaswamy, 142). However, a far-shore operation does have many risks. The primary risks of far-shore operations include managing cultural differences and the potential for competitive information and proprietary processes being compromised.

Structuring an Offshore Entity (Pages 142-143)

The main part of making this decision involves a company determining what their structural needs are, based on location and ownership. Location and ownership often determine organizational strategy. The two main types of organizational structures for an offshore entity are wholly owned subsidiaries and third party vendors. Wholly owned subsidiaries have significant advantages. A wholly owned subsidiary gives a home based company the control needed to protect competitive information and proprietary processes. Furthermore, a wholly owned subsidiary can also implement the culture and management practices of the home based company easier than trying to do this with a third party provider. However, wholly owned subsidiaries are also more expensive and riskier because the home based company bears all of the cost and risk. Third party vendors offer an attractive option for home based companies seeking to leverage the area specific knowledge, skilled labor, and experience working with U.S. based companies that third party vendors offer. As mentioned before with far-shore operations a home based company must weigh the risks of a third party vendor.  The biggest risk is the potential for loss of competitive information and proprietary processes.

Case Study: General Electric (GE) (Page 144)

This case primarily gives an example of what choosing a wholly owned subsidiary ownership structure looks like. GE has had a presence in India since 1902. Their experience and investment in the infrastructure in India makes the use of a wholly owned subsidiary a great strategic choice. GE makes efficient use of the talent and knowledge of the workforce in India to develop software and monitor real-time operations at their plastics plant in Spain (Inkpen, and Ramaswamy, 144). This option allows GE to protect their competitive information and proprietary processes and implement their “hallmark culture” and management practices (Inkpen, and Ramaswamy, 144). GE is able to leverage the strengths of a blended workforce and cheaper cost of labor that India offers.
Case Study: Cisco Systems (Page 145)

The Cisco case is a good example of how a company can leverage the lower cost structure of labor, experience, and expertise of a third party vendor. Cisco partners with three Indian vendors that operate stand alone “offshore development centers” (ODCs) with a “dedicated set of employees serving Cisco systems” (Inkpen, and Ramaswamy, 145). This partnership has allowed Cisco to ensure that they can protect competitive information and processes and at the same time realize significant savings in labor and investment costs.
A Third Approach for Structuring Offshore Operations.

The third and the new option for structuring offshore operations involves using a hybrid approach with the conventional partnership arrangement with a third-party vendor ( Inkpen, and Ramaswamy,145).  The traditional approach to partnership arrangements with third party vendors usually has a structure where the third party vendor charges the vendor preset fees and charges for the work they perform (Inkpen, and Ramaswamy,145). However, in the new arrangement, there is a new approach that can be very beneficial to both parties. For example, some software companies in India are now using the new approach to charge a development fee that includes a proportion of revenues generated by the sales of these products (Inkpen, and Ramaswamy,145). The new approach allows home-based companies to share the risk and reward with third party vendors, rather than bearing all of the risk themselves. 
Successfully Managing Offshore Relationships

Successfully managing offshore relationships can be challenging due to the unique characteristics of different cultures, government regulations, and variations in employee skills in emerging countries. The home-based company must be prepared to face these challenges head on because the successful management of offshore relationships is crucial for the operation of the home-based company. Although, a lot of the information outsourced to offshore operations are knowledge based and sometimes routine, it is still important to the managers that must make decisions based off of that information. Therefore, it is imperative that the network of the offshore entity be connected to the organizational network of the home-based company because decisions are often made in real time by managers that use the information generated by the routine business processes that the offshore entity manages (Inkpen, and Ramaswamy,147). In order to save money on travel costs there has been an increased use of “virtual teams”. Virtual teams are made up with a variety of people in a variety of locations. The people on the team are often located in different buildings, cities, and countries. Companies have found that using virtual teams allows them to save money on travel expenses that they would have otherwise spent to manage the offshore relationship. Furthermore, virtual teams are a way of combining experiences, knowledge, and resources that transcend geographical location.
Best practices in leveraging offshore locations

There are several best practices to consider when leveraging offshore locations. First of all, it is important to see the use of offshore operations from a strategical perspective, and not just a tactical one. When considering the strategic implications, companies are better prepared in the long term to plan for ways to meet “demands for increased efficiency and cost-effectiveness” (Inkpen, and Ramaswamy,149). If the firm only considers offshoring a tactical move to keep up with competitors, they will not be as prepared in the long term to take advantage of the benefits that offshoring can offer. Secondly, a home-based company must be sure that is has done it’s “due diligence” when exploring the offshoring opportunities it may have. The costs and benefits of offshoring must be meticulously combed through in order to make sure that there are as few surprises down the road as possible. Most companies consider the direct costs of offshoring very well, such as, costs of coordination, travel, the use of expatriate managers overseas, and wages and benefits of offshore employees (Inkpen, and Ramaswamy,149). However, indirect costs like travel, and costs of coordination are often overlooked, and end up costing the home-based company down the road as they try to stick to a budget. Once a home-based company has set up its strategy properly and weighed costs vs. benefits appropriately, the third part to make sure that an offshore operation or partnership is successful is having a strong commitment from senior management. This commitment must be communicated and measured properly by senior management to ensure the likelihood of success for the offshore entity or partnership is realized. 

