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Outsourcing strategies for SMEs

Harnessing social capital (Continued from page 1)

Although outsourcing has been a part of business for centuries, the
recent trend of globalization and emergence of information tech-
nology have caused industries to revisit this issue with a fresh per-

spective. During the past two decades, many industries changed their
manufacturing structure as a strategic response to the globalization of mar-
kets and consequent increase in competition. For many companies, the key to
successful restructuring has been to focus on core competencies or strategi-
cally important activities and to withdraw from noncore functions. This
approach led to the mushrooming of outsourcing options. Now more compa-
nies are pursuing outsourcing strategies, and not only have the frequency and
volume of outsourcing transactions increased but also the terms and forms of
outsourcing have matured. Outsourcing has become a crucial part of supply
chains.

Outsourcing is a viable proposition for companies that lack the expertise and
infrastructure to manage all functions and activities in-house. By out-
sourcing, companies can focus on core competencies and leave the manage-
ment of outsourced products or services to others. Although outsourcing is
mainly practiced by multinational corporations, SMEs are also involved.
SMEs are the most valuable part of supply chains, and their role is interesting
in this aspect. They are the major beneficiaries of outsourcing but at the same
time, outsourcing as a strategy could also enable them to be more competitive
in markets. While the lack of manpower and the need to focus on core com-
petency are key reasons for outsourcing, it also enables companies to save on
costs. Moreover, with outsourcing companies can take advantage of the latest
technologies while avoiding the high costs associated with installing, main-
taining, and upgrading machinery, equipment, and systems. Taking into con-
sideration the importance of outsourcing for SMEs, the APO held a seminar
on Outsourcing Strategies for SMEs, 12–15 April, in Seoul.

The seminar was attended by 18 participants from 14 APO member countries.
The participants heard presentations on: Outsourcing as a competitive tool for
SMEs: Guidelines for successful outsourcing; Evolving competition: Implications
for SMEs; Strategic importance of outsourcing; Outsourcing and supplier net-
work development; Outsourcing to support manpower flexibility, with reference
to automobile industries in the Republic of Korea; New trends in IT outsourcing
for SMEs: Web services; and Knowledge management: Outsourcing implications.

The country papers presented by the participants reviewed the current status of
outsourcing in the region in general and by SMEs in particular. The implications
of outsourcing strategies for the performance of participants’ enterprises with
respect to productivity and profitability and problems associated with outsourcing
were examined. For firsthand information sharing in the host country, the partici-
pants visited Daiwoo Incheon Motor.

Participants in the seminar

directly or indirectly, had significant impacts on rural socioeconomies. Third,
these changes presented both opportunities and threats for local people. Fourth,
all the country studies therefore focused on the dual goals of growth and equity.
Finally, how to exploit the emerging opportunities but not decrease social equity
or degrade the natural environment was the main question.

Survey findings were presented and debated in a symposium held at National
Chung Hsing University in Tai Chung, ROC, 25–29 April. Fifteen participants
from 15 member countries attended. The results of the survey showed that the
degree of the community force such as unity and mutual trust in a community
and its development performance had positive correlations to some extent. Other
interesting findings were that:

1) Participating in functional organizations positively affects agricultural produc-
tion and innovative farming activities. Participating in bureaucratic organiza-
tions negatively affects agricultural productivity. Participation in communal
organizations negatively affects health status, but positively affects income,
while involvement in NGOs negatively affects income. This may indicate that

the poorer and/or weaker sections of a community tend to depend more on
communal organizations and NGOs or that NGOs focus on the poor.

2) Sharing public goods positively affects income. Trust in bureaucratic organi-
zations positively affects health status and household expenditure. Trust in
government officials positively affects project participation. Trust in one’s
neighbors has positive effects on reducing conflict.

3) Aggregate social capital positively affects income among the lower-income
population but negatively affects it among the upper-income population.
Participation in functional organizations has a clear-cut positive impact on
productive activities in general. However, the impact of social or cultural gath-
erings was unclear from the survey results.

4) Bonding, bridging, and linking forms of social capital were confirmed to have
a positive effect on welfare enhancement. It appears that traditional forms of
social capital do not have a positive impact (or have a negative impact) on the
upper-income population in a market-oriented economy, suggesting a need to
create new forms of social capital responding to changes in development
levels.


