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Business Process Outsourcing
  There's been a lot of public discussion about outsourcing 

recently. Most of the talk is about IT outsourcing, which is, in 
fact, only a subset of Business Process Outsourcing (BPO). As 
BPO continues to gain momentum it is likely we'll be hearing a 
lot more about outsourcing in the future. 

Readers who have followed discussions of business practices 
over the course of the past decade probably have a better 
understanding of what is happening than the popular press. 
Outsourcing is only one element of a broader trend toward 
thinking of companies as sets of processes and seeking ways to 
improve productivity by assuring that each company process is 
performed in the most efficient manner possible. As a broad 
generalization, we are moving toward an era of virtual 
companies -- companies that assemble the processes they 
need, when they need them, to accomplish specific objectives. 

This is similar to the way in which the movie industry operates 
today. A writer sells a producer a script for a new movie. A 
virtual company is created to make the movie. That company, 
in turn, hires other companies to provide all of the processes 
required to create, produce and distribute the movie. Some 
companies specialize in arranging locations. Agents work to 
assemble a package of actors for the movie with the right mix 
of stars and extras. A director is hired. A studio is hired for film 
production. Specialized studios are hired for graphic effects. 
Other companies are hired to manage the marketing, foreign 
sales, development of DVDs, and the design of clothing, toys 
and other items linked to the movie. The virtual company 
comes into existence, creates, markets and distributes the 
movie, divides up the profits, and disappears. 

Consider another example. The Internet has made it possible 
for thousands of relatively small companies to begin distributing 
their products around the world. Are they likely to try to extend 
their direct distribution systems to Europe or Japan? No. 
Instead, they will probably outsource their international 
distribution. Indeed, many who start down this path find that 
the outsourcer's process is so much more efficient than their 
own process that they decide to outsource all their distribution. 

Meantime, product life cycles keep getting shorter. Large 
companies are now introducing products or services, selling 
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them for a few months to a year, and then moving on to 
introduce newer products. A recent article on Nokia indicated 
they had introduced 60 phones in the past 12 months. The 
constant introduction of new technology guarantees that 
companies will continue to move toward virtual forms of 
organization. The increased interest in processes will probably 
promote the same phenomena. It's hard for any organization to 
develop and maintain all the best possible processes. It takes 
focus and constant effort. Most companies will opt to focus on 
redesigning and constantly improving their core processes, and 
will subcontract their support processes to others who focus on 
those processes. 

Let's step back a bit further and consider an even larger view. 
Companies work to improve their processes in order to be more 
productive. Productivity means doing more for less. Ultimately, 
productivity means lower costs for consumers. That, in turn, 
frees consumers to spend more money on other new products 
and services and that, in turn, leads to economic growth. 

In 1900, 40% of US employees worked on farms. Today, less 
then 2% of the US population produces all the food the US 
needs, with quite a bit left over. As a result, Americans now buy 
food for far less, in real dollars, than it cost our grandparents in 
1900. We use the money that we don't have to spend on food 
to buy things like computers, better health care, and vacations. 
Indirectly, what we have saved on the cost of food since 1900 
has paid for the creation of a vast array of new products and 
services. And it has paid the salaries of the people who work to 
create and sell those products and services. 

The only chance the billions of people living on very little have 
of living lifestyles like most of us enjoy, lies in economic growth. 
And economic growth is driven by more efficient processes and 
by the associated increases in productivity. 

Today, one major path to productivity lies in outsourcing. In 
some cases that will involve hiring other companies in the US to 
perform processes more efficiently than your company can. In 
other cases it will involve hiring companies that are located in 
other countries. As a result of outsourcing, processes will be 
performed more efficiently and prices will fall. Americans will 
have more discretionary income and they will spend it on new 
products and services, creating new industries and new jobs in 
the US and elsewhere. 

BPO ultimately works for the common good. Obviously, it is 
more comfortable to describe process improvements and 
productivity growth in abstract terms. In the real world, specific 
process improvements and actual outsourcing contracts 
frequently cost real people their jobs. New jobs may be created 
as a result, but in the meantime, many individuals are left 
without work and there is suffering. It's easy for commentators, 
faced with actual suffering, to become emotional and call for 



resistance to change. Although emotional resistance to change 
is usually an inappropriate response, clearly we need systems to 
support those who are displaced so that society, as a whole, can 
progress. 

Just as clearly, the transitions we are describing will continue. 
Manufacturing jobs, as a percentage of all jobs in the US, have 
peaked and have been declining for some time. Service jobs 
have grown proportionally to fill the gap. Manufacturing may 
never fall to the point where it requires only 2% of the 
population, as agriculture does, but something similar will 
happen. 

The goal of those of us engaged in the improvement of business 
processes and BPO is to work toward a more hopeful future 
where more people are able to enjoy a higher standard of 
living. 

'Til next time, 

Paul Harmon
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